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INFLATION CURBS 





MONG the means adopted to prevent run-away inflation are price 

ceilings, wage control, increases in income and other taxes and 
stimulation of savings. These measures are compelling Canadians to 
forget the luxuries of life during the war period and get back to the 
basic human needs—food, shelter and clothing. 


In this movement life insurance is playing an important part. When 
people become policyholders they are putting money away “for future 
delivery.” This helps to curb inflation by removing the money repre- 
sented in their premiums from the funds available to buy goods. At 
the same time the investment of insurance funds in Victory Bonds 
assists greatly in providing the sinews of war. 


While these are by-products of the main purpose for which the 
individual took the insurance, viz., to provide for basic needs in old age, 
or to see that in the event of death dependents should always have 
food, shelter and clothing, they are none the less important. 


In purchasing life insurance, therefore, the individual is helping 
the state in its monetary economy while looking after his own future 
interests. 


It is significant that the business of this Company is experiencing 
rapid growth. For the first six months of the current year the amount 
of new insurance purchased from the London Life amounted to 
$62,000,000—an increase of $7,500,000 over the corresponding period 
in 1941. 
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CANADA SETS THE PACE 


ANADA set the pace and the rules for the struggle against 
inflation when Donald Gordon, the Scotch-Canadian banker, 
clamped an overall price ceiling on Canadian Business December 1, 
1941. It was a gamble—necessity versus theoretical impossibility. Even 
competent critics claimed it was impossible and could prove it. 


Now, after six months of life-and-death struggle, a race of time 
against a thousand important details, the first fears have somewhat 
abated and hope for the future increases daily. The sheer will power of 
Mr. Gordon and his associates, together with strength of presentation 
and absolute necessity, have forced a co-operation among Canadian 
businesses resulting in at least a statistical success if not a maintenance 
of high morale. We have placed ourselves in a totalitarian organization 
operating under the threadwork of a capitalistic economy and a political 
democracy. 


But the battle has only begun. If it were not that the U.S. had 
adopted a price control similar to ours, the situation might have easily 
got out of hand. It would have been nearly impossible to carry the 
subsidies necessary to import vital war and civilian goods with prices 
rising as they did on the other side. We are pleased to know that we 
lead the way on the North American continent and that our policies and 
mistakes are being widely utilized to strengthen the economy of our 
neighbours as well as our own. In the.midst of our struggles to carry 
the burden of the intricate rulings of the Wartime Prices and Trade 
Board we realize we have not conquered all problems to our satisfaction. 
Just now the food problem demands particular pressing attention. The 
evidence of the Dominion Bureau of Statistics is not enough to give us 
confidence in the price ceiling. We must feel our sacrifices and efforts 
are working towards success and victory before we can believe in it. 
Rather than its immediate effect on ourselves, we must consider the 
main object of the price control. This alone will bring success. 


We welcome the Department of Economics and Political Science, its 
head Dr. Inman, to the staff of THE QUARTERLY REVIEW OF COMMERCE. 
This move has been looked forward to for some time. Dr. Inman has been 
a contributor for many years; he has shown a great helping interest 
in the struggle of THE QUARTERLY since its beginning. With the co- 
operation of the Economic Department members we are venturing into 
the economic background of business. The addition of these authorities 
on Canadian economic affairs to THE QUARTERLY REVIEW OF COMMERCE 
marks another advance in the growth of the publication. 
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MAINTAINING THE RETAIL PRICE CEILING 
E. G. BURTON 


\¥. ITHOUT doubt Canada has won the first round of the fight 
against rising prices. Since December 1, 1941, when prices went 
under control, there has been little, if any, change in the retail price 
of goods. The cost of living index released recently shows practically 
no change in the last six months. Much credit for the success so far is 
due to the thousands of retailers from coast to coast who have been, 
with few exceptions, eager and anxious to obey the law and to do 
everything possible to help work out the difficult price adjustments that 
had to be made between retailer, wholesaler and manufacturer. These 
adjustments were necessary because of the general retail price level 
which at the time of the basic period, September 15 to October 11, was 
much below replacement cost. In each commodity group there was a 
time lag varying from one to six months depending on the type of 
goods and much of the time of the Administrators of the Board has 
been taken up working out these extremely complicated adjustments. 
It has been a real tribute to business that men drafted from industry 
to head up the different Administrations with widely separated interests 
should have been able to sit down together and work out fair and 
reasonable solutions to the absorption of the squeeze. 


Rolling Back Manufacturers’ and Wholesalers’ Prices 

In the early weeks of work we were very much handicapped for 
several reasons. In the first place, we were sailing an uncharted sea. 
It was necessary to work out policy from week to week as we gained 
in experience and in knowledge of the scope of the work to be done. 
For example, it was only after several weeks of intensive study that a 
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very important principle was adopted, i.e., that wholesalers’ and manu- 
facturers’ prices must not exceed the level that established the general 
retail level unless a higher price is authorized by an Administrator of 
the Board, who before doing so must consult with the Wholesale and 
Retail Administrations. This rolling back process has been complicated 
as retail prices vary greatly from store to store, and before proper 
adjustments of cost prices could be worked out it was necessary to find 
out the manufacturers’ prices that had actually been responsible for 
the general retail level. 


In most major commodities it has been possible to work out an 
equitable formula for the absorption of the squeeze resulting from the 
time lag between the prices of raw materials on the one hand and the 
retail price of the finished product on the other. Where it was not 
possible to absorb the existing costs between the various stages of 
manufacturing and distribution the government stood ready to take 
up part of the increased cost by the payment of subsidies either on the 
raw material used or to manufacturers and processors. For example, 
we found that manufacturers’ prices had to be pushed back to February 
1941 in the case of cotton textiles, the March- May 1941 period in 
leather footwear, and the month of June 1941 for many lines of food. 
In the case of cotton textiles we were faced with a situation where the 
manufacturers, largely due to a rapidly rising raw cotton market, had 
actually established prices from 15 to 25 per cent higher than the prices 
that had been responsible for the general retail level. The Board, after 
many negotiations, asked the cotton textile mills to push their prices 
back to February 1941 prices with the assurance that they would be 
subsidized if it meant that they would suffer too great a loss. In the 
case of leather footwear it was established that manufacturers’ prices 
had advanced by 15 per cent over the price on which retailers had 
established their prices. This was worked out so that the retailer and 
wholesaler would accept 4 per cent between them, the manufacturers a 
like amount and the Government will pay the balance wherever it is 
found to be needed. 


So far the shoe manufacturers have been paid several hundred 
thousands of dollars but the whole industry is being overhauled at the 
present time to find ways and means to reduce or eliminate the need 
for subsidy payments. It is my opinion that subsidy payments are an 
essential part of the price ceiling plan but that arrangements such as 
were made with the shoe manufacturers are a temporary measure only 
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and that if a subsidy is needed permanently in an industry it should 
be paid on the raw material rather than the manufactured product. 


As was expected, prices in the food industry gave us perhaps the 
most trouble of all. Retailers selling food products operate on very low 
margins as compared with those which pertain in most other fields. 
Very little was gained in the food lines through the operation of the 
squeeze; in some lines it seemed that the bulk of the retailers were 
maintaining prices, if not exceptionally low with relation to others 
selling the same goods, at least too low to allow them to continue 
indefinitely in business. One such line comprised certain canned goods 
where wholesale and retail prices had very nearly met. 


In the settlement of this case the retailer’s ceiling was maintained, 
but the canner’s price was pushed back to the lowest price at which he 
had sold to any retailer during the 1941 season. The difference between 
that price and the one established by him during the basic period has 
been taken as the basis for a subsidy from the Government. Thus the 
consumer will pay no more for such canned goods than he did early 
in 1941, the canner will recover his increased costs, and the Government 
will make up the difference. It is felt, in this case as in other similar 
cases, that it is infinitely less costly, from the standpoint of the national 
economy, for the Government to pay a subsidy at the processing level 
than that retail prices should be allowed to rise. This is particularly 
true in connection with food prices because food makes up about a third 
of the cost-of-living index. In connection with a long list of other 
grocery items in regard to which retail and wholesale prices were 
separated by too slight a margin, it was arranged that processors’ prices 
should be pushed back to the June 1941 level, the Government again 
making good the difference by way of subsidy. 


It was soon found that, in order to work out satisfactory price 
adjustments such as I have just described, certain exceptional retail 
prices that were for one reason or another much below the prices of 
other retailers should be raised. This is being done by giving written 
permission to a retailer to raise a certain line of goods after the supplier 
or the Prices and Supply Representative of the Board had certified that 
the retailer asking for the increased price is selling much below his 
competitors. This is definitely not a piercing of the general retail level, 
as increases in price are only authorized where the number of retail 
outlets involved is a very small percentage of the total in any 
community, or in the country as a whole. 
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Seasonal Goods 

We also found that there were many lines of goods, mainly spring 
and summer goods, that were not generally sold during the basic period. 
Take for example the bathing suit. The season for selling beach wear 
in Canada is during May, June and July, and the manufacturer usually 
sets his prices the previous October or November. The Board recognized 
the fact that there was a substantial rise in the retail price level from 
the May - July period to the end of the basic period, October 11th, and 
instructed the industry Administrators that on such goods they could 
authorize advances in price over the prices of the previous season in 
which they were sold by an amount equal to the rise in prices of similar 
goods. In other words, the retail price of goods that have been declared 
seasonal is the equivalent of other goods sold at retail during the basic 
period. 


A special problem also arose in the case of certain lines of merchan- 
dise whose production is not continuous throughout the year. Fruits, 
vegetables and certain fresh fish, in common with a few other lines of 
merchandise, such as raw furs, were exempted from the ceiling in the 
first place. It is obvious that a ceiling established in September and 
October for tomatoes, which could then be bought for a few cents a 
basket, could not be maintained in January when they must be produced 
in hothouses. Potatoes, likewise, are worth more after having been 
kept through the winter than they are when they come out of the 
ground. In September and October much of the beef on the market was 
produced from cattle that had been taken off grass. Beef for sale in 
the winter and spring months, however, is from cattle that have been 
fed for several months. Beef prices, furthermore, have been affected 
by the fact that United States prices have been much higher than 
Canadian prices, and as long as the export quota was not exhausted 
Canadian packers were compelled to compete with American buyers for 
the best beef cattle. In January and again in April, when quarterly 
quota-periods began, this competition resulted in a temporary scarcity 
of beef in certain Canadian centres. The farmers, on the other hand, 
were enabled to secure the best possible prices and were thus encouraged 
to continue to produce beef cattle, a very important consideration so far 
as future food supplies are concerned. 


Subsidy on Imports 
In the Board’s Statement of Import Policy issued on January 1, 
1942, it outlined the goods on which subsidy would be paid. Importers 
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of goods that are declared eligible for import subsidy can file a claim 
with the Government owned Commodity Prices Stabilization Cor- 
poration to recover the increase in cost over previous shipments. After 
these claims are checked for accuracy they are forwarded to the 
Administrator to approve the amount of subsidy payable. It is the 
duty of the Administrator to use his best business judgment in making 
decisions of this kind. Various techniques are being developed in the 
case of claims for finished goods. In food lines subsidy is paid usually 
on the basis of so much a pound or a case, and the cost price of the 
commodity is lowered to the same level for each importer. With the 
general merchandise, however, other methods are used such as only 
subsidizing to a livable gross margin and in all cases asking the importer 
to take a slightly lower gross profit. With the difficulties that shipping 
presents, markets in Europe and the East largely cut off, and most of 
the production of England and the U.S.A. devoted to war, it seems very 
unlikely that anything like a normal flow of imports of consumer goods 
can be maintained. Nevertheless, the Board at present is encouraging 
importers to continue to handle the goods that they have declared 
eligible for subsidy and it is quite possible that substantial shipments 
will be received for the balance of 1942 at least. 


The recent action of the office of Price Administration in the U.S.A. 
which more or less follows the Canadian price control plan will assist 
us greatly. It was quite conceivable that had prices been allowed to 
advance below the border at the rate that they were going it would 
have created a very difficult situation for us in Canada. You must 
remember that a very large proportion of our raw materials and semi- 
manufactured goods either come from the United States or are payable 
in New York funds. The United States price freeze will go a long way 
to make our work successful. For the amount of money that might have 
been needed to subsidize such imports could have been unbearable had 
no effective control been applied. It is a real tribute to the policies of 
the Board in Ottawa that Mr. Leon Henderson has adopted the Canadian 
approach to price control. We are often accused of following the leader 
but this is one time we showed the way. I might add that there is the 
closest kind of co-operation between Ottawa and Washington in these 
matters which I believe augurs well for the future. 


Keeping the Retailer Informed 
One of our greatest shortcomings so far has been that retailers 
have not been advised quickly enough of the regulations that have been 
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passed affecting them. Unfortunately it has been physically impossible 
until quite recently to set up the machinery to do the job. Remember, 
there are about 190,000 retail stores in Canada and it was not until 
March 31st of this year that they were all licensed. Through the Bureau 
of Statistics, Ottawa, we are now able to send out bulletins and copies 
of orders to any section of the retail trade and the new trade infor- 
mation Branch in Ottawa has been properly organized to see that 
information is sent out quickly and efficiently. 


This service will become more important as time goes on because 
more and more as the supply of one material or another is restricted 
for civilian use it will be necessary to make substitute or altered goods. 
And naturally it will be necessary to instruct retailers and wholesalers 
how to price these goods made in a different way of totally different 
materials. The restriction of the use of elastics effects a great many 
lines of merchandise. Rubber footwear is another line that has to be 
revolutionized and then there are many articles formerly made of metal 
that are to be produced with wood or plastic. From now on when a 
manufacturer is forced to a substitute material or a different type of 
manufacture and his new product has been price approved by an 
administrator of the board the distributors will be advised officially 
how to mark such goods. 


The Future Supply of Goods and the Price Ceiling 

Everyone who has given thought to the problems of the future 
must realize that the most difficult period of price control lies ahead. 
All the price adjustments that we are making are predicted on a high 
level of business activity. The rolling back of costs has meant the 
lowering of gross profit margins all along the line and if volume drops 
off to any appreciable extent because of shortages of civilian goods our 
real troubles begin. The demand for civilian goods is far greater than 
the supply and it is quite apparent that action of various kinds must 
be taken before long to control the equitable distribution of available 
goods. There are many approaches to this problem, such as additional 
taxes, forced savings and rationing. It would seem logical to assume 
that every means available will be tried to draw off this excess purchas- 
ing power and if these are not successful we will be forced to some 
method of rationing to assure an equitable distribution of essential 
goods. The Chairman of the Board has gone on record that every means 
would be tried first and that coupon rationing would be a last resort. 


The war in the Pacific and the grim news of sinkings along the 
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Atlantic coast have greatly complicated the whole supply question. On 
December first last, little did we think that the supply of wool, rubber, 
tin, tea and essential oils of various kinds would be practically cut off. 
Sugar and oil are also greatly curtailed as a result of the shortage of 
shipping. War needs of all kinds must be filled first and whatever is 
left over can be produced and sold as civilian goods. Without question 
there will be many new manufacturing and distribution problems in the 
next year or two. 


The Division of Simplified Practise 

To anticipate a possible shrinkage in business volume with the 
resulting higher unit operating costs the Division of Simplified Practise 
has been set up, as a branch of the Wartime Prices and Trade Board. 
It’s sole function is to help industry reduce costs by simplification, 
standardization of products, and by cutting out every penny of 
unnecessary service and expense. 


As soon as the Maximum Prices Regulations became effective on 
December Ist last, it was apparent that little time should be lost in 
setting in motion this important work. With prices being held at a 
relatively low level, and with purchasing power steadily rising as more 
and more people were absorbed in war work of one kind or another, it 
was clear that shortages of civilian goods were to be faced before many 
months had passed. Therefore every administrator of industry was 
instructed to set up an advisory committee for the purpose of recom- 
mending to the Division of Simplified Practise way and means of cutting 
out unnecessary competitive services and of eliminating undesirable 
trade practises that were handicapping business. In other words, the 
Board, through the various administrators, are requesting Branches 
of Trade to get together to work out their own rules and regulations. 
It is felt that in this way our objective can be reached with a minimum 
of dislocation. It must be remembered, however, that wc are at war, 
that regulation of business is a necessary evil under present conditions 
and that some people are bound to be hurt in the process. Our duty as 
administrators should be to assure that whatever orders are passed are 
fair and equitable to the majority. 


Although this simplification program is only about four months 
old, much has been accomplished. Restriction orders have been issued 
affecting many divisions of industry. In the retail trade nearly all 
deliveries of goods under $1.00 have been ruled out and only one delivery 
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a day is permitted. Refunds and exchanges have been restricted as 
have sales of goods on approval. Customers wishing to return goods 
for exchange must bring them back in person. Extensive surveys are 
being made at the moment further to restrict and control the retailers’ 
operation. Such matters as store hours, types of advertising that will 
be permitted, the opening of new retail stores are being studied by 
capable marketing experts. We have only one purpose and that is to 
reduce unit costs of operation so that retailers can maintain the present 
retail ceiling and still pay more for the goods they buy with possibly 
a lower volume of sales. As I have indicated, business today is at a very 
high level and if we were sure of holding sales of civilian goods at such 
a level there wouldn’t be much need for this programme. But we are 
trying to look ahead, to streamline civilian business so that if volume 
cannot be held at the present level it will be better prepared to pass 
through a difficult period. 


Industry surveys that are being made at the present time are many 
and varied. For example, a special study is being made of the dairies 
and bakeries for the purpose of effecting economies so that subsidies 
can be avoided and so that possibly the price to the consumer can be 
reduced. These two industries are of vital importance in the cost of 
living. The leather footwear and textile industries are also undergoing 
intensive search for economy to avoid the necessity for subsidy and 
to ensure the greatest possible production from the supplies available. 
The same is happening in the canning industry. It was announced 
a month or so ago that in order to get the most possible use of the tin 
plate available only essential canned foods would be permitted and 
those only in the most economical sizes. 


A list of essential consumers goods is being prepared by the whole- 
sale and retail trade so that production of such articles will be assured 
in quantities that will be needed for the civilian population. We will 
recommend that whatever is the supply situation of non-essential 
articles that maximum production of “bread and butter” articles is 
assured. It would be a calamity indeed if fleece-lined underwear and 
other just as necessary Canadian products were not on the retailers’ 
shelves. 


It is interesting to note some of the measures that have been taken 
in England in the standardization of products. For example, the short- 
age of matches immediately after the outbreak of war started a run 
on lighters. But many lighter factories could produce war equipment 
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and the product consumed important quantities of badly needed metals. 
As a result a standard lighter was developed and its manufacture con- 
centrated in a few plants. In the standardization of food products the 
English created a national wheatmeal loaf which was most unpopular 
at first with bakeries but which now accounts for a substantial per- 
centage of the country’s bread business. There is a ruling now that 
sardine cans must be reduced from the 52 sizes before the war to the 
five prescribed at present. Probably the most spectacular experiment 
in British standardization is the development of “utility” garments 
made from cloth woven to specification, tailored according to govern- 
ment regulation and sold at uniform retail prices throughout the 
country. At first these utility garments were confined to overalls, shirts 
and pajamas, but since then other items have been added. A short time 
ago a big run on a London store followed the announcement that utility 
suits for women had arrived. Manufacturers and distributors both 
bucked this plan at first because it replaced their long-advertised 
brands. But surely the English business people and consumers alike 
are better off having more units of reasonably good utility garments than 
to continue wide varieties of styles with a relatively small volume of 
units to go around. Our whole programme of simplification and standard- 
ization of products and services will be pushed to the very limit to 
provide the maximum number of articles at the lowest possible cost. 
Most people admit I believe that the price policy of the government has 
been extremely successful to date but our success in the months to come 
depends to a very large extent on this streamlining programme that is 
well under way. 


Retail merchants so far have not felt the pinch of the present war 
emergency to any marked degree, with the possible exceptions of the 
electrical appliance stores and motor car dealers. But assuming that 
we are some distance from the victory that we all pray for, it behooves 
every storekeeper to be realistic, to be conscious of the productive 
capacity that is busy making war goods not civilian goods and to size 
up for himself just what his position will be in 1943 or even 1944. I 
am not one who believes that consumers’ goods will just dry up and 
the shelves be bare. I believe that in spite of the tremendous difficulties 
ahead there will be a large volume of goods available for many months 
to come, nevertheless some lines will be practically off the market and 
those retailers whose bulk of business is concentrated in those lines will 
be very badly hurt. The Board is making a series of retail store studies 
to see what general assistance can be given. A very complete survey 
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of the hardware stores in Ontario has just been completed which points 
out some pressing problems facing this group of stores. This material, 
once classified and analyzed, will become the basis of a management 
service programme designed to help the hardware merchant through 
difficult days. 


Similar studies are under way in the grocery and drug fields and 
it is my hope that in this way we will be able to anticipate serious situ- 
ations that may be developing and to take appropriate steps to help 
business weather the storm if and when it comes. 


Following are a few concrete suggestions as to what the retailer 
himself can do to help safeguard the price ceiling. He can keep his 
staff down to a minimum. Peak staff requirements are often consider- 
ably greater than those of normal or slack times. By using the slack 
periods as efficiently as possibly to prepare for the busy periods (e.g., 
wrapping bulk goods in popular quantities) and by more thorough 
training of employees, considerable savings can be made both in time 
and money. Tires and gasoline should, of course, be regarded as price- 
less commodities. The merchant who allows any wastage whatsoever 
in either of these vital materials is as much a saboteur of the war effort 
as is the fifth columnist. 


In as much as the demand for goods will become more and more 
pressing as supplies become limited, the market is gradually passing 
into the hands of the seller. He will no longer need to “cry his wares 
from the housetop”’,, for the public will seek him out of its own accord. 
While it is not suggested that advertising be discontinued or even that 
it be decreased in volume necessarily, its demand creation and competi- 
tive selling functions have no place in a total war economy. Instead its 
educational and commodity description functions should be stressed. In 
keeping with this move to slow down retail turnover, the wise merchant 
will “stretch” his merchandise as far as he possibly can. A close check 
on wastage, unnecessary markdowns and large sales to would-be 
hoarders will lead, especially under present circumstances, to important 
savings and in the case of the third item, to a more equitable division 
of the available supply. 


For his own good and for the common weal, the merchant should 
at all times see that he is getting his fair share of the available merchan- 
dise. If he has reason to believe that his share of the wholesalers’ and 
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manufacturers’ goods is being diverted elsewhere, it is not only his 
right but his duty to take the matter up with his Regional Represen- 
tative and to stick with it until a satisfactory answer has been given 
to his question. 


The retailer’s duty for the duration is a difficult one. He must 
willingly put up with one wartime regulation after another. He must, 
and he will, do everything in his power to win the fight at home so 
that when the last bomb has fallen he will be better able to face 
conditions as we will know them after the war. 








PROTECTING THE CONSUMER WITH 
ECONOMIC CONTROLS 
BYRNE SANDERS 


ROM the very outbreak of war, the Canadian Government sought 

to guarantee to the consumer adequate supplies of the necessities 
of life and to protect him against skyrocketing prices and deflated 
money values, such as have destroyed the very warp and woof of the 
economic and social fabric of nations in past wars. 


On the very day that war broke out, the Wartime Prices and Trade 
Board was constituted by Order-in-Council under the War Measures 
Act, “to provide safeguards under war conditions against any undue 
enhancement in the prices of food, fuel and other necessaries of life, 
and to ensure an adequate supply and equitable distribution of such 
commodities.” 


“Necessaries of life’ was defined as “staple or other ordinary 
articles of food, fuel or clothing . . . and such other articles of any 
description as the Board may from time to time ascribe.” 


In August, 1941, a radical reorganization of controls. occurred and 
the powers of the Wartime Prices and Trade Board were extended to 
provide control over all prices. 


That the control of prices should be an accepted part of a war 
economy was a lesson which the world began to learn toward the end 
of the last war. Recurring depressions, war booms and post-war 
slumps caused governments to see the necessity of enacting more 
adequate measures to protect the consumer and stabilize the national 
economy. Up to date, no major war had been fought without a measure 
of inflation—with uncontrolled price rises destroying money values 
and purchasing power and bringing in their wake social discord, 
national bewilderment and, in many instances, internal revolutions. 


All experience has shown that fluctuating money values and erratic 
price rises, such as have characterized other wars, create more and 
more confusion and more and more disputes, with hardships falling 
more and more on those with small incomes and modest savings. The 
food, clothes and house room which the consumer could buy would. 
shrink when prices went up. Even if prices in Canada were allowed to 
rise to twice their present level—from 1914 to 1919 they went up 90 
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per cent—the bank savings of the 4,000,000 Canadians would buy them 
only half the amount of goods and the insurance policies of the 3,500,000 
would be worth only half as much. When our dollar of savings had 
shrunk to a fraction of its original value in terms of living costs it 
would be more difficult to win the war for we as consumers would be 
too pre-occupied with establishing our relative position. 


We have plenty of evidence of what happens to a country in which 
runaway inflation takes place. In Germany after the last war many 
careful consumers found that their savings of a lifetime were not enough 
to buy food for a single day. During the three years of the German 
inflation four million men, women and children actually “starved” to 
death, and everybody knows that it was out of the misery and injustice 
that flourished during Germany’s inflationary spree and deflationary 
collapse that the influence of Herr Hitler and his gang was born. 


Even in Canada there were 21,000 business failures in 1921 during 
the post-war deflationary toboggan slide. And the hardships that were 
suffered by the farmers when butter, which had risen to 90 cents a 
pound, sank to 30 cents, and wheat prices dropped by two-thirds in 
two years, while taxes kept on rising, were still being felt at the 
beginning of this war. 


This is the way in which inflation has struck directly at the 
consumer in the past. It has destroyed the value of his money in terms 
of goods and services. It has made it impossible to plan for the future 
out of his current income. The chief means of organized security for 
our people is to be found in life insurance, annuities, pension plans and 
the like. In a period of extreme inflation the purchasing value of 
these securities becomes practically worthless. All the self-denial and 
discipline which went into the building of security has gone for nothing. 


It should be pointed out that every opportunity was given the 
consumer at the beginning of the war to enhance his position. Until 
the slack in employment was taken up, the policy of the Government 
was to pursue an expansionist money policy. At the end of two years 
of war, over one million more men and women were gainfully employed 
than at the outbreak of war. The ability of the consumer to buy goods 
was consequently greatly improved. This new buying power stimulated 
the demand for civilian goods and more labor and materials were 
absorbed by civilian industry to produce more consumer goods. 
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But with the Battle of the Atlantic cutting off large supplies of 
goods there began to be scarcities of materials. Besides, more and more 
civilian industries were needed for war production. Shortages in both 
labour and materials for civilian manufacture developed and the 
inevitable bidding up of prices created by increasing demands and 
lessening supplies started. 


To prevent a wild scramble of consumers bidding against each 
other and against the Government, and to stabilize the cost of living, 
the Wartime Prices and Trade Board exercised its powers and estab- 
lished a price “ceiling”. By sc doing, it “froze” the price of virtually 
everything the consumer buys—commodities, services and rent. The 
price “ceiling”, which came into effect on December 1, 1941, provided 
that no retail store or establishment could charge—and no retail buyer 
could pay—prices above the maximum at which goods and services 
were sold during the four weeks from September 15 to October 11, 
1941, or what is commonly known as the “basic period”. This did not 
mean there was to be a standardization of prices for any commodity 
or for any community; it did mean that prices of goods and services 
to the individual consumer were pegged. Certain specific commodities 
were exempted from the “ceiling’’, for it was not intended that fluctu- 
ations in prices that were normal during certain seasons of the year 
should be prevented. But when those price changes were beyond the 
normal seasonal rises, then, as in the cases of potatoes and onions, 
special “ceilings” were placed on the commodities. 


Let us see what the price control policy has achieved for the 
consumer. 


Firstly, it has protected the consumer against serious increases in 
the cost of food and clothing and commodities in general. 


Secondly, it has protected the consumer against increased rates 
for twelve groups of services and any others associated with them, as 
follows: the supplying of electricity, gas, steam, heat and water; tele- 
graph, wireless and telephone services; the transportation of goods and 
services; warehousing and storage; undertaking and embalming; 
laundering, cleaning, tailoring and dressmaking; hairdressing and 
beauty parlor services (including barbering) ; plumbing, heating, paint- 
ing, decorating, cleaning and renovating; repairing of all kinds, 
installations, alterations, carpentering; the supplying of meals, refresh- 
ments and beverages; the exhibiting of motion pictures, and all manu- 
facturing processes performed on a custom or commission basis. 
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Thirdly, it has protected the consumer against increased charges 
for rent, board or room. 


Actually, price control has stabilized the cost of living to the 
consumer. Between the outbreak of war and the date the price “ceiling” 
was established the cost of living had gone up almost 15 per cent. What 
has happened since the imposition of price control? Let the following 
table speak for itself: 


Index Index 
December 1, 1941 April, 1942 

Total Cost of Living 115.8 115.9 
Food . 123.8 123.7 
Rent 111.2 111.2 
Fuel and Lighting 112.7 112.9 
Clothing 119.9 119.8 
Home Furnishings and Services 117.9 118.1 
Miscellaneous 106.7 107.1 


The index for commodities (this does not include rent and services) 
was identically the same for April as at December 1. That is conclusive 
proof that the instrument known as the price “ceiling” is keeping the 
cost of living down to the consumer. 


Protection is also provided the consumer against deterioration in 
the quality of the product he buys. Suppliers of goods and services are 
not permitted to give the consumer less value for his money by lowering 
the quality, material, style, workmanship, size, weight or intrinsic value 
of what they sell. Wherever there is a reduction in the number of lines 
manufactured, so as to cut down overhead costs and release labour and 
machinery for war production, regulations of the Wartime Prices and 
Trade Board require that the price range must be maintained—lower- 
priced goods cannot be removed from the market, and whatever the 
goods, they must be of the same or equal quality in relation to price as 
during the basic period. Provision is also made against the sale of new 
goods at higher prices. New goods and seasonal goods must be sold 
only at prices consistent with those charged for similar or comparable 
goods in the basic period. 


Every attempt is being made to see that people are supplied with 
the essentials of life and enough of them. War Priorities demand that 
the consumer must be curtailed in respect to household appliances such 
as refrigerators and electric toasters, in respect to motor cars and 
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rubber bathing suits, and in regard to a host of other articles, all of 
which can no longer be manufactured for civilian use because the 
materials of which they are made are urgently required for the pro- 
duction of war equipment. But the consumer is protected as far as is 
possible against scarcities of all things needful to his health and 
strength. 


Supplies are being organized—in fact, the whole matter of avail- 
ability of supplies has been under consideration from the very day war 
broke out. Where shortages occur in commodities that can be classed 
as luxuries, no real problem is created. But where a staple food product 
like sugar is affected, action must be taken to make the supplies avail- 
able spin out as far as possible and be distributed as equitably as 
possible. Rationing of sugar was necessary in defence of the general 
welfare of all consumers. The average consumer is protected thereby 
against cornering of sugar supplies by the wealthy speculator. Ration- 
ing makes it possible for all, regardless of the state of their pocketbook, 
to share and share alike. 


The consumer is protected against lack of vital requirements in 
many instances by the development of substitutes. The Battle of the 
Pacific, for example, cut off our supplies of vegetable oils pretty 
thoroughly. When supplies of vegetable oils began to be reduced, a 
blended shortening was developed from Canadian fish oils and animal 
fats. And a new industry developed on the Pacific Coast, producing 
blended oils from pilchard, herring and salmon and fortified with highly 
potent vitamin oils. When the supply of raw silk was cut off, the 
stocking manufacturers put their heads together and sought substitute 
materials, and produced hosiery of rayon and mercerized cotton with 
remarkable serviceability and, in spite of the increased costs involved, 
at prices similar in range to those pertaining during the basic period. 
These are only two instances of accomplishments that have been 
repeated again and again with a view to meeting the needs of the 
consumer. 


Further governmental protection is being accorded the consumer 
by providing him with a store of purchasing power for the future. 
During the first two years of war, the national income rose one and 
one-half billion dollars. Through War Savings certificates and Victory 
bonds, the consumer is encouraged to acquire a deferred purchasing 
power so that after the war he may set wheels in motion to produce 
civilian goods and have money with which to buy them. 
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To see that the consumer gets a national square deal, the Wartime 
Prices and Trade Board has set up the Consumer Branch which pro- 
vides the consumer with direct representation to the Board. The 
consumer is being enlisted in a movement designed to protect himself, 
not selfishly but in the interests of consumers right across Canada. The 
Consumer Branch is gathering consumer opinion. It seeks to find out 
how the “control” regulations affect the people in different communities. 
Because women do from 80 to 85 per cent of the purchasing of all retail 
goods and services, the Branch has provided them with a special channel 
through which to voice their opinions. It is urging them to be better 
shoppers, to buy with an eye to value, to see that prices do not rise 
any higher, that deterioration is not permitted in quality. It urges them 
to report any unwarranted increases in prices, any indications of 
unexplained shortages of materials, any deviation from or infraction 
of the maximum prices and rationing regulations. Part of the set-up 
of the Consumer Branch includes thirteen regional advisory committees 
named and elected by representative women in each of the adminis- 
trative areas of the Board and covering Canada from the Atlantic to 
the Pacific. These committees assist in channelling consumer opinions 
and criticisms to the Branch with its headquarters in Ottawa, and no 
protest is ever voiced that is not investigated and answered. 


While the Consumer Branch is a sort of inlet for consumer opinion, 
it is also an outlet through which to interpret the regulations of the 
Board to the consumers. Consumers are entitled to know what regula- 
tions have been made, why they have been adopted, and how they will 
benefit the country at large, and the Consumer Branch aims to provide 
them with this information. 


In short, consumers are protected against increases in the cost of 
living and depression of money values, against shortages of essential 
supplies and deterioration in quality of materials. They are afforded 
protection through direct representation on the Consumer Branch of 
the Wartime Prices and Trade Board. Above all that, the Minister of 
Finance has accorded them means of storing up purchasing power for 
the post-war period. 


Canadian consumers have been given the greatest measure of 
protection ever accorded a people in wartime. But there is another 
side to the picture. No consumers in the past ever had such responsi- 
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bilities in furthering a nation’s war effort. Every one of us is a 
consumer of goods and services. Everything we use or buy has some- 
thing to do with our national defence. When we buy a loaf of bread 
or a pound of butter, a new frock or a new pair of shoes, an electric 
toaster or a refrigerator, or merely a hot water bottle or lipstick, we 
are buying more than food or clothing or household equipment or com- 
fort or beauty—we are purchasing raw materials, men, machines, 
labour, farms, trucks, railroads, merchant ships . . . 


To protect our nation and the United Nations and all the people 
of the enslaved nations, we must divert a large part of our nation’s 
productive plant, its energies, its manpower, its womanpower, and its 
materials from the ordinary ways of peace to meeting the extraordinary 
demands of war. 


We must surrender our cuffs on trousers to provide more material 
for the armed forces. The cuffs of 54 pairs of trousers will make one 
soldier’s battle dress, it is estimated. We must forego patch pockets 
and ornamental pleats and extra buttons —#in fact, all the frills and 
furbelows —to make our materials go farther, last longer. It is esti- 
mated, for example, that the recent simplifications provided for in men’s 
clothing will permit a saving of approximately 20 million buttons. The 
largest percentage of these are made from bakelite and provide parts 
used in one million anti-aircraft shells. The estimated saving in casein 
buttons will permit 25,000 pounds more of cheese to be manufactured 
for export to England. It is estimated, also, that the labour effort 
required for making these buttons, when diverted to the manufacture 
of light tanks, would be sufficient for the assembling of five of these 
vehicles. Be it fewer buttons or less wool, fewer household gadgets or 
less gasoline, rationing of sugar or rationing of tea, we must not use 
materials that are vital to our war needs. 


Much of the responsibility for supplying materials to the fighting 
forces rests on the consumer. The consumer who willingly accepts 
restrictions in deliveries and services will provide the fighting men with 
more gasoline and their machines with more rubber. The housewife 
who carries her own parcels helps to release labour for making muni- 
tions. The woman who carries parcels unwrapped saves more material 
for bullets. The consumer who saves tin cans and metal pots and pans 
is releasing materials for tanks and guns and aircraft. 





mor 


into 
broa 
mus 
fron 
kind 
cupl 





Protecting the Consumer With Economic 183 
Controls 


Eat it up. Wear it out. Make it do. Consume less and conserve 
more. Save men, materials and money. 


By so doing, the consumer will get more materials and more men 
into the front lines. In this war the meaning of patriotism has been 
broadened. The men and women in the homes and on the highways 
must also serve their country. Selfish consumers will keep the best men 
from winning. We cannot have luxuries in our homes and fight THIS 
kind of a war abroad. We cannot waste materials in our kitchens and 
cupboards and have enough for the men in the front lines. 


The Consumer is a FIGHTER in this “total war”. 











FIRST AID FOR SMALL BUSINESS 
F. W. JONES 


Head Management Service Section, Division of Simplified 
Practice, W.P.T.B. 


ANY of the fondest memories of childhood centre around exciting 
visits to the neighbourhood hardware store. Here before our 
delighted eyes we saw hundreds of items displayed and sold. Other 
early recollections dwell on visits to the grocery store, where the jolly 
traveling salesman for the grocery wholesale stood talking over the 
latest “buys” with our friend the corner groceryman. Still again, many 
of us may remember the pungent odour which issued so mysteriously 
from the local tannery, or the clack-clack of machinery in the village 
cotton mill. 


As we grew older, such childhood memories crystallized into the 
conviction that these incidents related to thousands of concerns the 
country over. These we thought of as the small business man, a sound 
nucleus for any community. 


Today, these same concerns, in common with all business, face the 
gravest problems of their history—problems brought on inevitably by 
conditions of total war. On the one side they find themselves unable to 
get supplies of merchandise—the life blood of selling and profit; on 
the other, higher expenses have frequently reduced the margins on 
what remains. Many, too, are confronted with shortages of labour, or 
power, or transportation facilities. All in all, it is safe to say that 
today hardly a single business remains that is not beset by profit- 
reducing problems. 


Such a situation demands prompt and far-seeing action. 


Fortunately for the large corporation or the chain store, volume 
is such that expert managerial ability can be maintained. The duty of 
this group is to develop ways and means to offset margin and volume 
reduction by policies of budgeting, cost control, conservation, and other 
economy measures. 


The average small business, however, is not in such a fortunate 
position. Their work demands long hours of routine duties which do 
not provide the time for planning and acting along new lines. Also, 
they do not have the large savings which volume brings, thus permitting 
the expenditure of money for manufacturing and marketing research. 
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What can be done to provide this help? 


With this problem in mind, the Management Service section of 
the Division of Simplified Practice, Wartime Prices and Trade Board, 
has been formed. 


Naturally, its objectives will, in general, be those of the Division 
of Simplified Practice under which it works. These aims are fourfold— 


To release the maximum amount of manpower, material and 
machines for direct war purposes. 


To ensure that essential civilian requirements are met in an 
orderly and equitable manner. 


To assist manufacturers, wholesalers, retailers and services 
to avoid or reduce subsidies while operating under the price ceiling, 
and to obtain more effective control of prices. 


To aid industry in the difficult situations arising in wartime 
by such means as will enable it to enter the post-war period in an 
economically sdund condition and under its own control. 


Stated more specifically, however, the aims of the Management 
Service section will involve assisting the small business man to simplify 
and standardize his methods, to control costs, to eliminate waste, to 
alter sales appeal, and generally to create efficient wartime management 
methods. 


To achieve these widespread aims, it has not been the policy to 
engage a gigantic staff. Rather, operations are being carried on from 
coast to coast by a small corps of practical men who have special skill 
and knowledge of the specific class of business which they serve. Among 
these men are to be discovered specialists in costs, waste, and wartime 
merchandising. 


Method of Approach 

How is it planned to use this staff in carrying out the aims of the 
Management Service section? One means of operation might be to read 
lofty books from the safety of a comfortable office, prepare a list of 
things which small business might do. No such “armchair admiral” 
approach is believed in, or practised by the Wartime Prices and Trade 
Board or by this section of it. The problems of business are studied 
first hand. 
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Possibly a few remarks on a specific job now being done by this 
service will better explain the method of approach and operation. At 
present the section is engaged in studying only the problems of retail- 
ers. Later, if small wholesalers and manufacturers so desire, and the 
board’s administrators agree assistance is advisable, the service may 
be extended. To start with, however, it was felt that the problems of 
business are most acute in the retail section. 


The first step in dealing with this situation involves a complete 
fact-finding report. This is undertaken to discover exactly how specific 
dealers operate, what is worrying them, what their ideas are, what 
they are doing about the problems ahead. To secure this information, 
the Management Service field consultant first interviews a number of 
representative retailers in the specific class of trade which is being 
studied. These stores range in size from the small dealer in the tiny 
hamlet to the large busy store in the city. 


An approach is then made to certain representative wholesalers 
and manufacturers selling merchandise to the businesses in question. 
The reason for the latter contact is that it is firmly believed that pro- 
ducers have a large stake in the sound welfare of their retail outlets. 
Therefore, it was felt that they would have valuable suggestions in 
solving retailers’ problems. 


These interviews, once completed, are then tabulated and analyzed. 
What is amazing in this work is the wealth of ideas which emerge. To 
illustrate, let us refer to calls which were made on the hardware trade 
— the first or test study made by Management Service. Here it was 
found that one enterprising store had already opened up a seven-man 
repair department to take up some of the slack when new merchandise 
was removed from the market and the old must be kept in good order. 
Another had done a first-class job of collecting and selling salvage. A 
third had worked out a method whereby he was able to sell thirty per 
cent of his merchandise without even carrying it in stock. This was 
done by the excellent sales contacts built up on items like fitted window 
screens, floor refinishing, stoves, and related items. 


Astonishing differences, too, were noted in the number of clerks 
employed by stores of comparable volume; in methods along the line 
of retail services. 


From this abundant material a second step is taken. This is to 
classify the facts into a recommendation report, which is nothing more 
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or less than a plan of action. Such a programme is then submitted to 
the trade association of the class of business under study, the trade 
paper, and certain other prominent individuals. They, in turn, give it 
very careful study. 


Finally, Management Service is ready for the third and last oper- 
ation. This is to construct an operational plan from the recommen- 
dation material adopted. To lapse into army terms, this constitutes 
the firing of the ammunition which has been produced. As far as the 
retail trade is concerned, this material is launched with and through 
the trade papers and trade associations. Naturally, the reason for this 
lies in the fact that these bodies are already doing very valuable work 
for their members and subscribers. Thus the management service 
programme is merely one more step in a general plan of assistance. 


Fields Under Study 

Many fields exist for survey. Rather than launch into a great 
number of trades and industries, however, it is proposed to do a 
thorough job on a few at first. 


As previously outlined, to begin with a “guinea pig” study was 
made of the retail hardware field. The reason for this class of trade 
being selected might be attributed to the multitude of lines which such 
a store handles and the especially acute problems which are facing it. 
This survey is now complete and a programme for hardware dealers 
throughout Canada is already under way in trade papers, regional 
meetings, and informative booklets. 


Other studies are now in progress in the fields of food, footwear 
and drugs. Further surveys will shortly be launched into the garage 
business, the furniture trade, apparel store and jewelry industry. 


This coverage will be extended to other types of business, as need 
arises. 


Discoveries 
So much for generalities! What are some of the specific things 
being discovered and contemplated? 


In many cases the surface of basic ideas is merely being scratched. 
Nevertheless, a few instances will serve to indicate the type of help 
to be extended to small business. Most of the ideas quoted apply to 
the hardware trade by reason of the fact that this study is nearest to 
completion. 
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Research first of all has been directed to the problem of reducing 
costs. To this end a number of suggestions have been made to hardware 
outlets. 


They are advised to conserve scarce items in order to maintain a 
complete stock and to supplement these by building up lines of readily 
replaceable items. Substitutes, salvage and agency lines are suggested 
and possibilities of rental departments outlined. Ideas for the reduction 
of overhead by curtailing store services, cutting down breakages, more 
efficient wrapping, shorter store hours, better bookkeeping methods, 
elimination of giving prizes, and a number of other avenues are 
suggested. 


The feasibility of pooled deliveries by hardware stores with other 
classes of trade has been discussed. This, of course, would be on a 
purely voluntary basis and would merely add to the saving brought 
about by the recent government order. 


One of the most serious problems facing the hardware store today 
is that of supply, for this class of business must be recognized as an 
outlet for items of metal, rubber, and electrical merchandise, the 
inventories of which are growing thin. Knowing this, we were pleased 
to note that in metal items there was found to be much dormant stock 
in the hands of retailers, wholesalers and manufacturers. So far as the 
first two classes are concerned, such stocks are usually the result of 
unfortunate purchasing or changes in public demand. In our approach 
to the latter, however, while seeking information on hardware problems, 
it quickly came to light that many manufacturers had changed over 
from peacetime endeavours to war industry. This resulted in large 
quantities of inactive raw material. 


To date, few concerns have done much toward moving this because 
of the pressing activities in which they are now engaged. Accordingly, 
the greater part of such stock lies dormant. Eventually it would either 
be sold as junk or at greatly reduced prices. Now, however, a demand 
for it exists if it can be put back into the hands of those who have a 
use for it. Not only would this save money for this trade, but the supply 
picture could temporarily be relieved. That this could be done has 
already been demonstrated by Management Service. This proof has 
been provided by taking a large part of the dormant stocks of a leading 
washing machine manufacturer and making it available to a whole- 
saler who was pressing for such items as nuts, bolts, screws, rivets, 
and all sorts of general metal merchandise. Accordingly, after further 
tests have been conducted, Management Service is now preparing to 
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collect lists of dormant stocks from all parts of the country. They will 
then act as a clearing house to move this merchandise into useful 


channels. 


Further, to assist retailers in solving the supply problem, the 
hardware survey has proved the practicability of used goods depart- 
ments codrdinated with complete repair services. Here activities are 
soundly based on the fact that “this is the repair age”. From our 
market surveys we have quickly seen that in the era from which we 
have just emerged, perfectly good merchandise was often discarded 
because minor repairs were needed. Normally, retailers regarded this 
repair work as a nuisance, and relatively unprofitable. Management 
Service, by conducting research into repair methods and sales promo- 
tion, now stands ready to demonstrate to retailers that there are good 
volume possibilities in offering a “fix-it” service. Similarly proven is 
the case of used or unneeded merchandise. Many persons have extra 
toasters, reading lamps, silverware, unused wedding gifts, and many 
other duplicate items around the house. When new merchandise is 
plentiful, few people can be induced to accept used items. Now, how- 
ever, we are in a period of reduced production, and many such items 
will no longer be made. Therefore, plans are already under consider- 
ation by Management Service to enable retailers to coax out used 
durable merchandise for re-sale. The plans involve a small booklet to 
demonstrate to many retailers the exact way in which such a depart- 
ment can be successfully operated. 


In the basic work under way, problems of accounting and control 
are not being forgotten. The approach here will be to design a simplified 
system of control checks which every retailer should have during war- 
time. These will hit at the problem of cash discounts, cut prices, 
budgeting, control of waste, and pilferage. 


With a large programme just getting under way, it is too soon to 
prophesy what success will result, but trade response has been enthusi- 
astic. There is ample evidence to support the assertion that business 
believes Management Service is much more than a government gesture. 


But the Wartime Prices and Trade Board’s Division of Simplified 
Practice will not consider its Management Service section successful 
unless its activities are the means of materially assisting the small 
business man with the almost insurmountable problems confronting 
him today. It may, indeed, be the means of maintaining many businesses 
that would otherwise be inundated by the tidal waves of war. 











MERCHANDISE STANDARDS AND 
THE WAR ECONOMY 
EDWARD J. FOX 


T is now a commonplace that this war has two fronts: one military, 
the other civilian. No competent observer today minimizes the 
significance of the latter. Without civilian morale, there will be no 
maximum production of the implements of war and without that pro- 
duction no man can be certain of the outcome. 


Wartime social legislation is rooted in this realization. It springs 
from neither a vague humanitarianism nor a totalitarian radicalism. 
Price control, rationing, priorities and production limitations for 
civilian supply are based on the necessity of injecting order and equity 
into an otherwise chaotic and inequitable society. Without such legis- 
lation, civilian morale would be subverted and civilian supplies diverted 
from the most efficacious wartime uses. 


Every warring nation now has some kind of price control. These 
controls are universally designed to fix absolute levels beyond which 
prices must not rise. Typically this concept has been peculiarly treach- 
erous, however. Nothing is more elementary than the obvious fact that 
price is a ratio; a ratio between what we have to pay out and what we 
get in return. Simply to limit the amount which the seller may charge 
is patently meaningless in that it covers only one side of that ratio. It 
leaves undefined precisely what the consumer is to get. Boiled down, 
competent price control requires that the government answer the 
question, “The price of what?’’. 


An uncharging price index may be absurdly misleading. Where 
prices remain the same but quality depreciates, costs to consumers have 
risen. They have risen just as surely, just as effectively and often much 
more damagingly than if quality had been maintained and prices 
directly and openly raised. 


The United States, with which the author is at present more 
familiar than with Canada, provides hundreds of examples of constant 
prices accompanied by quality deterioration. Those which follow are 
merely indicative. Others could have been chosen from any group of 
commodities. The textile field, which accounts for a large volume of 
consumer expenditures, easily checked by technicians and checked only 
with difficulty by the layman, is peculiarly illustrative. In 1941 an 
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all-wool blanket sold for $5.98. For $5.98 the buyer now gets 88 per 
cent rayon, 12 per cent wool. In 1941 a 414-pound all-wool blanket sold 
at $7.98. Today, at $7.98 this blanket weighs 25 per cent less and is 
made of 50 per cent new wool and 50 per cent reprocessed. In 1941, a 
$24.50 mattress had 242 coils; today, that mattress has 209 coils and 
a poorer quality of ticking. All-wool rug constructions were gradually 
replaced by a 50 per cent wool—50 per cent rayon mixture in various 
price lines. 


The men’s wear story is similar. In the $2.00 shirt range, one 
well-known manufacturer removed the special long-wear weave from 
the cuffs; another discontinued his guarantee on the durability of the 
collar (this decreased service is, of course, equivalent to an increase 
in price). There are, moreover, constant reports of depreciation of 
materials and workmanship in medium and low-priced shirts. 


The wool content of one line of inexpensive men’s hats has been 
reduced by over 40 per cent. One price line of sweaters has cut its wool 
content by 40 per cent. 


Men’s suits previously using fourteen- to fifteen-ounce materials 
are now generally using eleven- to twelve-ounce fabrics and coarser 
yarns. Other lines of cheap suits are using up to 80 per cent rayon 
waste with 20 per cent wool. 


One manufacturer of inexpensive shoes has replaced the Goodyear 
welt with an inferior type. Another has removed the middle sole from 
his work shoes. 


Women’s $1.00 dresses in most lines have steadily deteriorated in 
both thread count and type of cloth, since the spring of 1941. 


Other devices have found their way into the market; some for the 
first time, some with merely an increased pervasiveness. Window 
curtains are made in narrower panels; larger sizes in women’s dresses 
command premiums where before they did not; pockets have been 
removed from shirts and tails shortened; quality in chinaware has not 
been lowered but more defective merchandise is being rated first 
quality; a leading manufacturer of prepared cereals has so rearranged 
his package sizes that the mass seller commands a higher price per 
ounce than it did previously; cheaper dyes are being used in textiles, 
and finishes designed to prevent shrinkage are being removed. 
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This, the phenomenon of hidden price increases, is by no means 
peculiar to the United States. The London Economist has several times 
mentioned quality deterioration. Standardized clothing was introduced 
in the low price range after manufacturers had either badly deteriorated 
the product or stopped production of cheaper merchandise entirely. 
Sausages, meat pies, soups and other processed foods are well-noted 
examples. Trade reports from Canada indicate similar trends. 


Such deterioration does far more than merely mislead the con- 
sumer. This lowering of quality means that proportionately more labour 
and more materials will be spent in producing more of these inferior 
articles. A commodity that lasts only half as long takes far more than 
half as much raw material and labour and is priced at something more 
than half the price of the superior article. 


It is this waste of men and materials and machines, this waste of 
consumer income needed for taxes and bonds, that raises the problem 
of quality deterioration to major rank. There is only one way to stop 
this waste. Quality standards must be officially established wherever 
maximum prices are established. The government must decide what 
goods it wishes to have produced, define them properly and price them 
accordingly. Without such standards, the government in effect fixes 
prices without stating on precisely what it is fixing a price. 


The United States is using both selective and overall controls. Some 
of the products which we have named above were covered by price 
ceilings, some were not. Our point here is that where they were covered, 
prices had nevertheless risen to the extent that quality had deteriorated. 
Where they were not so covered, the same criteria used in deciding on 
the necessity of a ceiling where prices had directly risen, should have 
been applied. 


This is not to brand as outlaws those who deteriorated the quality 
of their product. In the majority of instances it was simply the normal 
result of trying to maintain established price lines, to meet competition 
or to keep profits at something like a normal level. That the intent was 
good in no way diminishes the significance. Where ceilings existed, this 
technique constituted a serious violation of the national interest. 


This is perhaps the most important role of standards in a wartime 
civilian economy—the giving of meaning to price orders. There are 
others of less but real significance, only a few of which we can discuss 
here. 
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A second function of standards, the orderly control of desirable 
substitutions, is peculiarly significant. We know that some deterioration 
in quality may be necessary. As manufacturers find it essential to sub- 
stitute for critical materials, performance may fall. Left to itself, the 
desire for volume may easily result in the production of worthless 
commodities. A sane standards programme will recognize the necessity 
for such substitutions but will at least set up minimum standards which 
will in effect say, “Below this standard the product is not worth being 
produced and marketed. The country cannot afford to have its raw 
materials, plant and labor and its civilian income expended on it.” No 
legitimate manufacturer will be harmed by such a prohibition and the 
nation can only gain from it. 


Much more than such minimum standards will ordinarily be 
required, however. Standards must be established at various price 
levels but they must be sufficiently flexible to allow quickly and easily 
for necessary and desirable adjustments. 


Certain goods have already been rationed or their use licensed. 
Others will be. Just as in price control it was neecssary to ask “Price 
of what?’, in rationing it is necessary to ask “Ration what?’’.. To assist 
in answering this is a third function of standards. 


If and when food and clothes are generally rationed, it is not 
difficult to imagine the reaction of the consumer who finds that his card 
has permitted him to buy shoddy, while his neighbor’s permits quality. 
The problem is vastly more serious than in plentiful times of peace 
when, while such mistakes may be wasteful and irritating, the damage 
to morale is incomparably less important. 


This is not to imply that we see standards as good in themselves. 
Misused they can serve to foster monopoly by barring from the market 
those unable to meet them even where the latter could produce an 
acceptable item. Set too high, they can cut low income groups out of 
the market. They can be dangerous and wasteful by forcing the re- 
tooling of plant, re- training of labour, making obsolete and worthless 
stocks of goods-in-process and preventing the use of satisfactory 
substitutes. We know of nothing—from arsenic to zithers—that cannot 
be misused. There is no reason that anything must be. 


Properly chosen, standards represent important economies. They 
can increase output and decrease production and distribution costs. 
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They can save labour and materials through eliminating non-functional 
gadgets and trim. They can give the benefits of through-runs instead 
of broken-runs in the factory, which means savings in labour, 
managerial time, foremanship and engineering. Through-runs also 
require smaller average inventories of materials and parts and there 
is no more place in the war economy for idle inventories than there is 
for idle men or idle machines. 


Standardized, properly publicized and informatively labeled com- 
modities can be sold more or less as staple items. They require less 
salesmanship and less advertising. The retailer can buy more safely, 
more quickly and keep a smaller total inventory. There will be fewer 
returns and fewer adjustments. These and countless other savings are 
those that typify mass production and distribution. The smaller the 
variety and the more clearly defined the standard, the greater will these 
economies be. 


It has been suggested that it is high time that the democracies 
stripped the fat from the muscle. The variety and the luxury of the 
normal peacetime economy may be missed, but they are a paltry sacri- 
fice for greater, better and cheaper production from fewer men and less 
material. If we want this production, at competently controlled prices, 
the establishing of quality standards for consumer goods must be a 
vital part of our economic programmé. 











SUBSIDIES IN PEACE AND WAR 


] 
1 M. K. INMAN 
, University of Western Ontario, London, Ontario. 


N democratic countries during peacetime there has been a pronounced 

tendency to minimize direct governmental aid to private economic 
enterprise. Although we have long since departed from the theory and 
reality of laissez fatre, the general philosophy has been that the govern- 
ment should provide the legal framework within which private enter- 
prise functions with a view to profit-making and presumably for the 
welfare of the nation. Indirect state aid to particular interests in the 
form of protective duties has been an instrument of national policy in 
practically all modern democracies. But, whereas governments have 
been lavish in the application of tariffs, they have made relatively spar- 
ing use of the more direct form of assistance, namely, the paying of 
subsidies or bounties. 


Under wartime conditions this picture is changed. The burden of 
modern warfare imposes stresses and strains on the national economy 
which necessitates an increase of direct governmental interference with 
and, in some cases, encouragement to private endeavour. Because of this 
situation, the paying of subsidies may become an important element 
of war finance. In this article, an attempt will be made to show (1) 
that in peacetime there are a few economically justifiable uses of sub- 
sidies, (2) that widespread employment of subsidies like the indiscrimi- 
nate application of tariffs cannot be defended on economic grounds, 
(3) that, as a general rule, subsidies are preferable to tariffs, (4) that, 
in time of war democratic governments will find it expedient to sub- 
sidize the production of certain commodities, and (5) that a system 
of subsidy payments in Canada is justified as an integral part of 
Canadian war economics. 


SUBSIDIES IN PEACETIME 


Emergency Measures: Peacetime subsidies fall into two broad 
categories, emergency measures and instruments of long-run policy. 
Examples of the first may be found in governmental attempts to fore- 
stall or overcome business depressions. The subsidizing of specific 
projects like housing, if undertaken in time, may do much to postpone 
or even avoid a tendency to economic stagnation. Even during a 
depression, undertakings of this type are economically desirable because, 
if people are thus employed, society will have at least the facilities 
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constructed—to say nothing of the desirability of continuous employ- 
ment from the viewpoint of morale. If able-bodied persons are kept on 
relief, there is no net addition to the nation’s supply of goods and 
services so far as this particular group is concerned.' 


Another emergency measure which has considerable merit is the 
subsidizing of employment. Briefly the plan is as follows: employers 
are granted a cash bonus for each additional labourer hired after a 
given date (in all probability some date in the past). From the employ- 
er’s viewpoint the bonus would be equivalent to a reduction in labour 
costs. In so far as employers are under incentive to take on more 
labourers so long as each additional worker hired adds more to the 
value of the product than he receives in wages, there would be a strong 
tendency to reduce unemployment or at least to prevent it from becoming 
more widespread.” The funds out of which the subsidies are paid would 
be derived out of a tax on profits. Since the amount employers pay by 
way of taxation is not determined by the number of labourers they 
hire, each employer will take on additional men till the value added to 
the product by the last worker hired equals the net wage (wage rate 
minus the bounty paid by the employer). The scheme presents some 
administrative difficulties but they are not insurmountable.’ In this, 
as in the case of housing, however, the subsidy should be dropped as 
soon as business recovers to the point where it can absorb workers 
without the aid of an artificial stimulus. 


Instruments of Long-Run Policy: Subsidies as instruments of long- 
run policy may be classified as follows: (1) theoretical possibilities 
and (2) practical considerations. 


Theoretical Possibilities: A detailed discussion of all theoretical 
possibilities involving the use of subsidies is beyond the scope of this 
paper. Brief mention will be made of only two. The late Professor 
Alfred Marshall, after a painstaking analysis, suggested that a net 
benefit would accrue to society if a tax were placed on industries operat- 
ing under conditions of increasing costs (the per unit cost increases 
as the output increases) and the proceeds used in the payment of a 
bounty to industries producing under conditions of decreasing costs 
(per unit cost decreases with increased output). Marshall pointed out 
that in the first case since the price would be raised by less than the 
1Pigou, A. C., Economics in Practice (Macmillan), Chap. 2. 
2This assumes conditions of pure competition. 


8Meade and Hitch, Economic Analysis and Policy (Oxford), Part I, Chap. 9, pp. 
97-100. 
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amount of the tax, gross receipts from the tax may be greater than 
the loss in satisfaction to consumers as a result of the smaller amount 
absorbed at the higher price. On the other hand, a bounty paid to a 
decreasing cost industry will cause an increase in output, a decline in 
average costs and lower commodity prices so that the gain of satis- 
faction to the consumers may be far greater than the cost to the state 
of the subsidy paid to producers.' 


A modification of Marshall’s argument is set forth by some modern 
economists. In this connection it is contended, and rightly so, that the 
total utility (satisfaction) which consumers derive from a commodity 
is greater than the amount of satisfaction for which they actually pay 
as represented by the amount of money exchanged for the article in 
question. In other words, the total value to consumers exceeds the 
amount spent on the goods. From this it follows that if the sum 
expended on the commodity covers the costs involved in its production 
the total value to the consumers will exceed those costs. Consequently, 
the commodity should be produced. Furthermore, it may be desirable 
to place a certain article on the market, even if at any given output 
consumers are unwilling to pay a price sufficient to cover total cost of 
production.’ If the total loss in satisfaction to consumers occasioned by 
the complete disappearance of the goods from the market exceeds the 
total cost at a series of outputs as expressed in money, the government 
should offer a subsidy sufficient to bridge the gap between cost and 
price. The case for this policy is particularly strong under circum- 
stances where one concern can supply the entire market and where the 
demand is not sufficiently great to enable this firm to operate at optimum 
capacity ; that is, at the scale of output where average cost is minimized. 
Under these conditions a subsidy will lead to increased production and 
consequently decreased per unit cost which, in turn, will be reflected in 
a lower price.* 


Practical Considerations: In all probability, the theoretical argu- 
ments thus far advanced will not have a strong appeal to the lay reader. 
But not all reasoning relative to the payment of subsidies is of this 
nature. There are some practical considerations which justify the 
subsidization of various enterprises. Ever since the outbreak of the 
first World War it has been apparent that the state should foster certain 


1Marshall, A., Principle of Economics, 8th edition (Macmillan), Book V, Chap. 13. 
*Meade and Hitch, Op. Cit., Part II, Chap. 6, pp. 175-176. 

3Ibid. Part II, Chap. VII, pp. 195-197; Part V, Chap. 5, pp. 275-376. See also 
Mendershausen, The Economics of War (Prentice-Hall), Chap. 2, pp. 30-34. 
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“key-industries’”’, that is, industries which are indispensable to national 
defense. After the outbreak of hostilities in 1914, Great Britain soon 
experienced a shortage of certain vital commodities such as chemical 
and optical goods, which had formerly been imported from Germany. 
As a result of this experience, the British determined to stimulate the 
production of such commodities within their own country. This was 
done by means of a protective tariff. But the same result could have 
been achieved by the payment of subsidies. In any case it will be 
observed that the justification for policy of key-industry development 
is political rather than economic. 


If the government decides to foster the growth of key-industries 
by the tariff protection, the firms involved will be able to sell their 
product in the home market at prices higher than those prevailing else- 
where. As a result of the tariff concerns in other fields which consume 
key-industry products will be penalized. Consequently, such firms 
should be subsidized by the government. For example, if the manu- 
facture of chemicals is considered to be a key-industry requiring 
protection, drug companies utilizing chemicals thus produced should 
receive a subsidy equal to the difference between the foreign and 
domestic price of the materials used. An alternate scheme would be 
the granting of subsidies to the key-industry, thus permitting it to sell 
its product to domestic concerns at prices comparable to those prevailing 
in the international market. The net price to the key-industry (price 
paid by domestic concerns plus the subsidy) will enable it to cover costs 
without imposing a direct burden on the dependent industries. 


Unlike the key-industry argument, a development of infant indus- 
tries can be defended on purely economic grounds. The term “infant 
industries” applies to those forms of economic endeavour which, by 
reason of raw materials, power and labour supplies, are suited to a 
country but are unable to get started owing to the fact that older well- 
established firms in foreign countries will undersell the embryo firms 
in the given country. The argument is that such industries should be 
protected by a tariff during their period of infancy for, say, a period 
of twenty years. When the firms involved have “grown up” the tariff 
is (or ought to be) removed and the industry is allowed to stand on 
its own feet. The infant industry argument is accepted generally as 
being valid. But, again, the same end could be achieved by the payment 
of subsidies. 


It is difficult to justify the perpetual use of a protective tariff or 
subsidy on a genuinely economic basis. Continuous reliance upon a 
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tariff wall is an admission that the industries thus situated are 
“ynsuited” to the country. The economic resources involved are not 
being put to the most advantageous uses. From a purely economic view- 
point there is nothing sacred about international boundaries. The 
erection of tariff barriers restricts the trade area, interferes with the 
geographical division of labour and deprives society of the benefits to be 
derived from territorial specialization. Ever since the time of Adam 
Smith economists have pointed out the shortcomings and dangers of 
protective tariffs as instruments of national policy. Failure of those 
in authority to heed these warnings is partly responsible for the present 
deplorable international situation. But the widespread use of subsidies 
in peacetime will have virtually the same result as the indiscriminate 
application of tariffs. A very wide range of industries, good, bad and 
indifferent, can be built up within a given country if the government is 
prepared to encourage their growth by the subsidization method. The 
payment of such bounties, necessitating heavy taxation, would impose 
a great burden upon the country’s economy as a whole. No sensible 
person would advocate such a programme. In so far as the impact upon 
the national economy, generally speaking, is the same in both cases, no 
public-spirited citizen who supports tariffs can logically oppose 
subsidies. 


If a government decides to foster the growth of industries by means 
of tariffs or subsidies, there are at least two arguments in favour of 
the latter. In the first place, the payment of a subsidy is a straight- 
forward means of supporting the favoured industries. The public can 
see that they are being taxed for this purpose. The extent of the burden 
can be easily determined by an examination of published statistics. In 
the second place, as contrasted with a protective duty, the subsidy can 
be employed with a greater degree of social justice, or more accurately, 
with a smaller amount of social injustice. If goods are imported over 
a tariff wall, the duty payable is in the nature of a regressive tax. A 
regressive tax takes a higher percentage of small than of large incomes. 
It is evident, therefore, that a customs duty payable on necessities 
places a disproportionately heavy burden on the low income groups. If 
the duty is sufficiently high to restrict imports in favour of the domestic 
producer the consumer, generally speaking, buys in the home market 
at a price higher than the import price if no duty were payable. Here 
again is a regressive burden on the people receiving small incomes. The 
chief difference is that in the first case where the commodity is imported 
over the tariff wall, the government gets revenue from the duty (from 
which the consumer may reasonably expect some benefit from govern- 
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ment expenditure) whereas, in the second case, the domestic producer 
receives the proceeds, representing the difference between domestic and 
world prices, which are used to meet his presumably higher costs or 
swell his profits. Of course, a portion of the gains to the sheltered 
group undoubtedly finds its way into the hands of the government 
through taxation. 


It is important to observe that if a subsidy instead of a tariff were 
used, the price to the consumer is less than the net price to the pro- 
ducer. The latter includes the price paid by the consumer plus the 
subsidy. But the significant point is that funds used to pay the subsidy 
are secured from the proceeds of taxation and, if the tax system were 
properly devised, the burden of supporting the industry in question can 
be spread over the entire economy. Thus the burden would not be 
placed on consumers of the commodity, particularly those in the lower 
income brackets. Hence, from the viewpoint of social justice subsidies 
are preferable to tariffs. Nevertheless, with the exceptions mentioned, 
both should be avoided in time of peace. It is otherwise in time of war. 


SUBSIDIES IN WARTIME 

It is generally conceded that in peacetime the economic system 
ought to function for the purpose of raising and maximizing the 
standard of living of the people. In wartime the national resources, 
human and material, must be used chiefly ‘for one great purpose, namely, 
achieving victory by force of arms as soon as possible with minimum 
losses. The process of mobilizing the nation’s resources for this purpose 
is the problem of war economics. In so far as time and speed are 
extremely important factors in modern warfare, governments cannot 
rely wholly upon ordinary business procedures and economic forces to 
provide the materials and services requisite to the conduct of major 
military operations.1 Therefore, the state is compelled to introduce 
restrictions on economic activity in some fields and offer inducements 
in others. As a result we have become familiar, in name at least, with 
exchange control, priorities, prohibitions, rationing, wage fixing, price 
ceiling and subsidies. 


Despite the multiplicity of direct governmental control, the shift 
from a peace to a war economy is accomplished largely through financial 
measures. The expression “war finance” is used to describe the pro- 
1Plumptre, A. F. W., Organizing the Canadian Economy for War, and Taylor, 


K. W., The Wartime Control of Prices in Canadian War Economics, edited by 
Parkinson, J. F. (University of Toronto Press.) 
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cedure whereby the government secures or provides the means of 
payment for requisite services and supplies. Generally speaking, there 
are three well-known methods: taxation, borrowing and inflation. Of 
these taxation is in and of itself the most meritorious and certainly the 
most heroic. It conforms to the pay-as-you-go principle and, therefore, 
does not result in enhanced public debts with its incidental interest and 
service charges. Yet it is practically impossible to finance a modern 
war wholly by means of taxation. In the early stages of hostilities the 
government must secure funds quickly with which to finance operations. 
It may raise the tax rate but cannot afford to wait till the increased 
yield is available. Under such circumstances, borrowing is necessary 
and quite justifiable. Again, there are political difficulties. The public 
are apt to resist a sudden and drastic increase in taxation, particularly 
when they are uncertain as to the duration and gravity of the conflict.’ 
No doubt the “it can’t happen here” fraternity would be especially 
rebellious. 


Borrowing, as already noted, with the merit of securing funds 
within a short time, may even tend to stimulate patriotism on the part 
of some people who, after lending, feel that they have a greater stake 
in the war effort. At the same time, loans to the government on a 
voluntary basis may work a certain amount of injustice. Conscientious 
persons will buy bonds in many cases, making sacrifices in order to do 
so. Others, with a microscopic sense of responsibility, will continue to 
consume sumptuously or invest in fields where the return is higher than 
the interest rate on government securities. In this regard there is some- 
thing to be said for some form of compulsory lending. In any case, as 
time elapses, a greater proportion of war costs ought to be met by 
taxation and less by loans. 


Inflation as a method of war finance has little to commend it from 
an economic point of view. It is a subtle, insidious financial weapon. 
It enables the government to follow the lines of least fiscal resistance 
and at the same time to create a false appearance of prosperity. Experts, 
through learned and unnecessarily intricate discussions concerning 
inflation, have woven a cloak of intellectual mystery around the subject. 
But essentially the concept is simple. Inflation is a process whereby the 
quantity of purchasing power (money and bank credit) is increased at 
a proportionately faster rate than the supply of goods and services on 
which it is spent, thereby causing a rise in prices. In other words, 


1Penrose, E. F., Economic Organization for Total War, pp. 30-31, Studies in War 
Economics, International Labour Office. 
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increasing the amount of money more rapidly than the supply of things 
for which money is spent tends to cause an upswing in the general 
price level. From this definition it follows that the financing of war by 
loans is not necessarily inflationary. Everything depends on the source 
of the loan. If by borrowing the government obtains savings from 
individuals and undistributed surpluses from institutions which would 
otherwise be spent or invested, there will be no tendency to inflation. 
It is otherwise if the government secures the funds as a result of bank 
credit expansion. In this case there is a net addition to the supply of 
purchasing power and the result is inflationary. It should be noted, 
however, that the use of new money in itself does not lead to inflation. 
So long as there is unemployment the net increase in purchasing power 
may be matched by an expansion in production as workers are being 
absorbed in industry. When there is no unemployment and as workers 
are drawn into the fighting services or war material industries there 
is a tendency to increase prices, especially those of consumers’ goods. 


The undesirable effects of inflation are generally known and will 
not be discussed in detail here. Suffice it to say that, irrespective of 
whether the government adds to its purchasing power by printing new 
money or borrowing from the banks, the resuiting price level rise 
discriminates between the rich and the poor, places an ever-increasing 
burden on people with fixed incomes, results in unearned profits and 
causes economic and social discontent.! The harmful effects of inflation 
may be summarized by saying that a rapid price level rise leads to an 
arbitrary and absolutely unjust redistribution of wealth within the 
nation. 


It was to combat the evil influences of inflation that the Dominion 
Government took the courageous step of placing, with a few exceptions, 
a ceiling on the prices of commodities sold in Canada. This policy was 
accompanied by wage fixing regulations in order to mitigate rising 
costs. If inflation is to be successfully controlled it is necessary to 
prevent periodic increases in particular prices or price categories. Other- 
wise there would be a strong tendency to an upward prices-costs-prices 
spiral. In the words of the finance minister: 


“Each increase in prices that we would permit by means of a 
flexible ceiling would be bound to lead directly to other movements. 
Sometimes they would lead directly to increases in the prices of 
goods made from other goods or into which the prices of other 
goods enter as a cost. In other cases, increases in prices would have 


1Cf. Crowther, G., War Finance in Britain (Oxford Pamphlets on World Affairs). 
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their effect on many other prices through bringing about higher 
wages and consequently higher costs in many other industries. 
This sort of process would gather momentum like a snowball 
rolling down hill.’ 


It was in order that the price ceiling may be maintained, thus curbing 
inflation without working injustice in other respects that the pro- 
gramme of subsidy payments on a fairly large scale has been adopted. 
In Canada “the payment of subsidies is an intergral part of the general 
policy of price and income stabilization”. Obviously the Dominion 
Government cannot control the costs of all goods sold in Canada. The 
prices of imported commodities will vary with production expenses 
abroad and the uncertainties of transportation services in wartime. In 
so far as Canada has been dependent on a large variety of imported 
articles (raw materials, semi-manufactured and manufactured goods 
essential to the welfare of consumers (e.g., rice, cocoa, fruits and cotton 
materials), it is desirable that these should be subsidized in order that 
they may be sold at ceiling prices despite higher import costs. The 
application of a price ceiling in the United States will simplify Canada’s 
problem in this regard. The same argument applies to the subsidizing 
of indispensable domestically produced commodities (e.g., canned goods 
and footwear) which were being sold to consumers at prices lower than 
the scale of cost justified during the base period from September 15th 
to October 11th, 1941. It may be argued in some quarters that with our 
approach to a condition of full employment there has been a decrease 
in labour efficiency and, therefore, higher costs. This is used as an 
argument for allowing price increases in a considerable number of 
cases. It may be true that labour costs have risen. Where this has 
occurred in essential industries and profits are thereby depressed below 
those obtainable in other fields, then the plea should be for a subsidy, 
not a rise in prices. The ceiling must be maintained. 


One cannot over-emphasize the fact that if the morale and military 
efficiency of the people are to be sustained and enhanced, a variety of 
commodities and services must be provided at prices which will make 
them available to all classes. The government, in many cases, is obliged 
to bridge the gap between producers’ costs and prices to consumers. 
Otherwise the low income groups will be deprived of those goods which 
are essential not only to their personal welfare but to the maximization 
of our war effort. Here again the social justice aspect of subsidy pay- 


2Tisley, Hon. J. L., House of Commons Debates, Vol. LXXX, No. 51, p. 2046. 
3Ibid., p. 2046. 
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ments is apparent. The tax system can be adjusted so that the burden 
of costs will not press with undue severity on any particular class. 


Although wartime subsidies in Canada are paid purely for the 
benefit of consumers, several objections to this system have been raised. 
It is contended that the subsidies paid enhance the profits of individuals 
and corporations. The Minister of Finance cleared up this point by the 
following statement: 


“This provision is to the effect that the subsidy shall not 
increase the net profits of the business after taxes beyond the level 
of net profits after taxes in the standard period as established for 
excess profits tax purposes.””! 


Another argument holds that the cost of subsidies is or soon will be 
prohibitive. In answer to this, it must be noted that after almost five 
months of price ceiling policy the subsidies actually paid by the Com- 
modity Prices Stabilization Corporation Ltd. up to April 21st amounted 
to the surprisingly small total of $2,128,981.81.2 In view of this fact, 
Mr. Ilsley’s requested appropriation of $50,000,000 for subsidy payment 
purposes during the current fiscal year seems adequate. Furthermore, 
the saving to consumers must not be overlooked. Certainly it is not a 
large fiscal item in the economy of a country the national income of 
which exceeds six billion dollars. Still another objection is that subsidy 
payments are inflationary. The acid test in this connection is: where 
does the government get the money? -As already noted, only if there 
is a net addition to the government’s purchasing power by means of 
the printing press or bank credit creation will there be a tendency to 
inflation. 


In addition to the prime consideration on the basis of which sub- 
sidies are paid in Canada, namely, making the price ceiling work and 
thus avoiding the evils of inflation the system has produced incidental 
benefits. The industry receiving subsidy aid “must bear a part of the 
increased costs in respect of which the subsidy is paid’. In other 
words, since the industry must bear part of the increased costs in order 
to qualify for a subsidy, firms involved are under strong incentive to 
reduce their costs. Many of them already have accomplished this by 
standardization and the elimination of unnecessary “frills”. According 
to Mr. Ilsley, a large number of business men “are reluctant to accept 
subsidies from the government”. They are trying to reduce costs so 
that they will not have to depend upon the government. The rationaliza- 


1[lsley, Hon. J. L., House of Commons Debates, Vol. LXXX, No. 51, p. 2052. 
2Tbid., p. 2054. 
3Iisley, Hon. J. L., House of Commons Debates, Vol. LXXX, No. 51, p. 2052. 
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tion of industry, that is, the elimination of non-essential varieties and 
unnecessary services, is indispensable to efficiency in our war effort. It 
also has great possibilities in time of peace. 


SUMMARY AND CONCLUSION 

By way of summary and conclusion, it has been shown that: 

A. In peacetime (1) subsidies can be used to advantage as emer- 
gency measures, (2) theoretically they might be utilized to increase 
the sum total of satisfaction from consumption if applied to decreasing 
cost industries, (3) they can be employed in place of tariffs to stimulate 
key and infant industries, (4) in general, subsidies like tariffs tend 
to cause productive resources to be applied inefficiently and, therefore, 
should be used with caution, (5) as a means of fostering industry, 
subsidies are preferable to tariffs because their economic effects are 
more apparent and the burden of carrying the industries involved need 
not rest regressively on the consumers of the favoured commodities, 
but through taxation can be imposed on the whole economy or wherever 
the taxing authorities sees fit to place it. 


B. In wartime (1) subsidies are justifiable in order to stimulate 
the production of essential commodities which would not be forthcoming 
on time or in sufficient quantities as a result of ordinary demand and 
supply forces, (2) since Canada has adopted a price ceiling policy for 
the purpose of curbing the pernicious effects of inflation the payment 
of subsidies is essential to insure the availability of indispensable 
commodities (the costs of which in many cases are beyond the Dominion 
Government’s control) to consumers at ceiling prices, (3) this policy 
places essential articles within the reach of people receiving low and 
moderate incomes, thus promoting general welfare and enhancing the 
war effort, (4) subsidy payments have accomplished this with regard 
for social justice and, to date, without undue cost, (5) the plan has 
produced incidental benefits which are reflected in the efforts of business 
men to reduce costs by eliminating non-essential “frills”. 


Let us hope that the lessons learned from the payment of subsidies 
in wartime will not be forgotten when peace returns. Let us hope that 
the whole question of tariffs, subsidies and other forms of governmental 
aid to private industry will be reconsidered without prejudice at the 
end of the present conflict. Let us hope that those entrusted with the 
responsibility of drawing up new plans for national and international 
reconstruction will not be oblivious to economic realities. In the 
meantime we must win the war. 














CROWN COMPANIES IN THE CANADIAN 
WAR PRODUCTION PROGRAMME 
HAROLD CRABTREE 


O term has yet been found which describes adequately the aims 
and ideals of the men who are engaged in fighting this new war. 
Perhaps the best definition is that which designates it as “an economic 
and industrial conflict’. Courage, strategy, and immense armies are 
no longer enough to win wars; the added weight of dollars, raw 
materials, machinery, workers, mass production methods, and business 
acumen is also essential to ultimate victory. 


To answer this challenge and to produce the needed ships, planes, 
tanks, and guns, Canada has established an industrial organization 
which eclipses any the country has ever known. Since 1939, this 
organization has taken three forms: the Defence Purchasing Board, 
the War Supply Board, and the Department of Munitions and Supply. 


The Defence Purchasing Board was created in July, 1939, as the 
principal purchasing agent for the Department of National Defence. 
Following the outbreak of war, however, a new organization with wider 
powers—the War Supply Board—was established on September 15, 
1939, to take over and extend the work of the preceding purchasing 
body. 


As the nature of the war and the magnitude of Canada’s part in 
it became more evident late in 1939 and early in 1940, it was realized 
that a body with greatly enlarged powers would be required to deal 
with the rapidly increasing demands upon Canadian productive capacity. 
In April, 1940, the present Department of Munitions and Supply, 
Honourable C. D. Howe, Minister, assumed the functions of the War 
Supply Board and all contracts entered into by the two predecessor 
bodies. Wide authority was given the Minister to provide for any needs 
which might arise for the full mobilization and control of Canadian 
industry, resources, and commodities, as required in the national 
interest. 


On this broad base was established the present far-reaching 
organization of the Department of Munitions and Supply. What has 
been accomplished during the past two and a half years represents a 
real achievement in the transformation and expansion of productive 
capacities to meet the widely diversified and constantly growing 
demands created by war. 
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Production Programme 


The past two years have brought revolutionary changes in the 
control of the nation’s economy. The impact of the war has affected, 
and will in the future increasingly affect, individuals and commercial 
organizations, altering in many ways the mode of living of the former, 
and bringing about serious disturbances in the structure of the latter, 
even causing them in some instances to discontinue operations entirely. 
Price and salary controls, rationing, and drastic restrictions on the 
domestic consumption of certain materials and commodities are among 
the steps which have been and are being instituted to meet the needs 
of war factories and of the basic industries which provide them with 
processed raw materials. 


Early in the war it was recognized that Canada would make an 
immense contribution by providing material and equipment, not only 
for her own armed forces, but also for Britain’s needs. In the early 
summer of 1940, following the critical developments of the war situation 
in Europe, Canada was called upon to answer urgent demands far in 
excess of anything previously contemplated. 


It was at this time that the Department of Munitions and Supply 
initiated the policy of establishing Government-owned companies as one 
means of expediting the rapidly expanding production and procurement 
programme. There were several reasons for the creation of these bodies 
in corporate form. They made possible a substantial degree of 
decentralization and the removal of certain limitations inherent in 
ordinary Government procedure. They also provided a means of enlist- 
ing directly the resources of experience, initiative, and responsibility 
of leaders in the industrial and business life of the country to whom 
the conduct of the affairs of these companies was entrusted. 


The Crown companies are non-profit making corporations. The 
members of the board of directors, including the presidents, serve 
without remuneration. The companies are controlled by, and are 
responsible to, the Minister of Munitions and Supply and their accounts 
are audited by the Auditor-General of Canada. Their financing has 
involved only the capital required to start them in business. With 
unpaid top-flight executives, their operating costs are exceptionally low. 


The Crown companies provide business men with a type of business 
mechanism to which they are accustomed and one which thus enables 
them to attain the maximum efficiency in their operation. 
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In brief, Crown companies are similar to private enterprises and 
they were created to enable business men to carry out rapidly, efficiently, 
and economically business transactions of a special nature for the 
Crown. No matter what the nature of their operations — purchasing, 
industrial administration, or pooling of resources and equipment—they 
effect substantial savings of public funds. 


To date a total of twenty Government companies have been estab- 
lished. The assignments given to them vary widely in nature and 
magnitude. In some instances, the objective has been to further the 
production of one or more items of material or equipment calling for 
the construction and operation of a single plant. In other instances, the 
purpose has been to provide for the purchasing, at the lowest possible 
prices of equipment or raw material not available in adequate quantities 
in Canada, as well the orderly allocation of such material and equipment 
to Canadian industry engaged on war production. Finally, the assign- 
ment given to other Crown companies, has been broader in scope, 
involving the organization and supervision of large and diversified 
programmes of production in a number of related fields. 


In chronological order of their incorporation, the Crown companies 
created under the authority of the Minister of Munitions and Supply 
are listed below, with brief statements of their respeetive purposes and 
notes on the scope of their operations to date. 


PLATEAU COMPANY LIMITED (Inc. May 15, 1940) was organized to 
purchase, store and sell silk for Canadian war industries. In the dis- 
tribution of this material the company co-operates with the Controller 
of Supplies. Here;-toe, the Far Eastern situation hag created a serious 
shortage and steps have been taken by the Plateau Company to imple- 
ment fully the Controller of Supplies’ order freezing all stocks of raw 
silk not used in the manufacture of war products. 


FAIRMONT COMPANY LIMITED (Inc. May 16, 1940) was established 
to purchase, store and distribute stocks of rubber for Canadian war 
requirements. Its operations are conducted in collaboration with the 
Controller of Supplies, Wartime Industries Control Board. With the 
Dominion deprived of its sources of supply in the Far East, the work 
of this organization has taken on added importance. Fairmont. has the 
responsibility of assuring that actual stocks of crude rubber last as 
long as possible. To supplement these operations, a Scrap Rubber 
Division of the Department of Munitions and Supply has been organized 
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Government the 50,000,000 pounds which are required. 


benefit of munitions plants and shipbuilding industries. 


tion of Federal Aircraft which also operates its own plant. 


thousands. 











to work in close co-operation with Fairmont. It is endeavouring to 
collect all types of old rubber articles so as to make available to the 


CITADEL MERCHANDISING COMPANY LIMITED (Inc. May 17, 1940) 
was organized primarily to co-ordinate the purchase of machine tools, 
principally in the United States, for the needs of Canada’s war industry 
and to allocate the equipment so acquired with a view to making most 
effective use of it. To date machine tools amounting in value to approxi- 
mately $75,000,000, have been purchased and distributed under its 
direction. Measures have been taken to further the production of 
machine tools in Canada and under the stimulus of war needs this 
bracket of Canadian manufacture has increased from relatively small 
figures in 1939 to an estimated dollar value in 1941 of approximately 
$35,000,000. The company has also organized arrangements to facilitate 
the transfer of certain types of electrical and other equipment for the 


FEDERAL AIRCRAFT LIMITED (Inc. June 24, 1940) was created to 
further the production in Canada of the Anson aircraft. This plane is 
a light twin-engine bomber which is used as a bombing trainer in the 
joint air training plan. Up to the end of the first quarter of 1942, 
several hundred Anson trainers had been completed by the several 
Canadian manufacturers producing on contracts under the administra- 


RESEARCH ENTERPRISES LIMITED (Inc. July 20, 1940) was estab- 
lished to: plan, construct and operate a plant for the manufacture in 
Canada of optical glass and several types of fire control devices, both 
optical and electrical, as well as other special equipment. The field in 
which this organization is engaged is highly technical and the precision 
instruments it is now producing are of the most modern types. The 
National Research Council collaborated in much of the development 
work on which this company’s operations are based. All of the equip- 
ment being produced by Research Enterprises Limited represents 
production in an entirely new field in Canada. Its accomplishments to 
date are among the most interesting and creditable of the Canadian 
war production efforts. Dollar value of orders on hand runs to tens 
of millions, and the employees of the company now number several 
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ALLIED WAR SUPPLIES CORPORATION (Inc. July 23, 1940) was 
established to administer a broad programme planned to provide for 
the production of military explosives and propellents, chemical products, 
and filled ammunition in a wide diversity of types and sizes. Virtually 
all the production capacities created to date in this programme are 
completely new plants, wholly Government owned and operated on a 
management fee basis by agent companies selected for their experience 
in their respective fields. In this programme a broad base has been 
provided for the production of essential chemicals required in the 
manufacture of explosives, anhydrous ammonia, ammonium nitrate, 
nitric acid, and sulphuric acid. The plants in operation in this pro- 
gramme include four explosive plants of major importance, five 
ammunition filling plants and some fifteen chemical plants of which 
four represent very large capacities. 


The production of complete artillery ammunition on any significant 
scale is an entirely new development in Canada. Aircraft bombs, depth 
charges, and mines are also being filled. Capital expenditure to date 
for the construction of new plants in the programme under the adminis- 
tration of Allied War Supplies Corporation totals approximately 
$125,000,000. Employees engaged in the operation of plants now in 
production number approximately 45,000-50,000, of which number 
one-third are women. In all, some twenty-four plants are now produc- 
ing; a number of new plants are in the course of construction, and 
additional capacity is being added to several of the plants in operation. 


SMALL ARMS LIMITED (Inc. August 7, 1940) was incorporated to 
construct and operate a plant for the manufacture in Canada of service 
rifles and bayonets. The plant has been in substantial production since 
the latter part of 1941. An addition to the original plant has been 
provided which is manufacturing the Sten machine carbine. 


MELBOURNE MERCHANDISING LIMITED (Inc. September 26, 1940) 
was established to purchase stocks of wool, primarily for Canadian 
military requirements. It acts also as a handling agent for the British 
Wool Control. 


ATLAS PLANT EXTENSION LIMITED (Inc. October 7, 1940) was 
organized to create and operate additional capacity in Canada for the 
production of alloy steel and gun forgings. The plant has been in 
production since April, 1941, and will shortly have a total of six electric 
furnaces in operation, representing a monthly production capacity of 
many thousands of tons. 
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in manufacturing guns and gun carriages. 


a substantial number of community or service buildings. 


March, 1942, was approximately 23,000. It is estimated that 


programme. 


PARK STEAMSHIP COMPANY LIMITED (Inc. April, 1942) 
created to supervise and control the operation of the new 
built cargo vessels with a view to the most effective use of 


theatres of war. 


Supply, principally through arranging priorities on material 


purchased. 
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NATIONAL RAILWAYS MUNITIONS LIMITED (Inc. February 4, 1941) 
was established to organize the available capacities of Canadian National 
Railways shops for war equipment production. It is engaged principally 


WARTIME HOUSING LIMITED (Inc. February 28, 1941) was set up 
to organize and expedite the construction of housing accommodation 
in war plant communities where serious shortages existed. As of March 
31, 1942, contracts had been let for some 5,600 dwellings in addition to 


WARTIME MERCHANT SHIPPING LIMITED (Inc. April 4, 1941) was 
established to administer and supervise a very large programme of 
cargo vessel construction in Canada, totalling according to contracts let 
as of March 31, 1942, one hundred and fifty-four 10,000-ton (dead 
weight capacity) and eighteen 4,700-ton (dead weight capacity) ships. 
Several of the 10,000-ton ships have already been launched and a 
number have been completed and delivered. Total employment on ship- 
building contracts let by Wartime Merchant Shipping Limited, as of 


the peak 


employment demand on this programme will approximate 40,000. 
British Columbia and Eastern Canadian yards are engaged on this 


WAR SUPPLIES LIMITED (Inc. May 13, 1941) was established to 
implement the Hyde Park Declaration. Essentially the function of this 
company is to negotiate and deal with orders from the United States 
Government for war material or equipment produced in Canada. 


has been 
Canadian 
this new 


shipping capacity for the transport of war material and supplies to 


TRAFALGAR SHIPBUILDING COMPANY LIMITED (Inc. August 7, 1941) 
was established to further the shipbuilding programme being carried 
out by the Shipbuilding Branch of the Department of Munitions and 


required, 


and through expediting the release of material or equipment being 
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TORONTO SHIPBUILDING COMPANY LIMITED (Inc. October 21, 1941) 
was established to administer the shipbuilding yard and plant of the 
former Dufferin Shipbuilding Company, Toronto, and to convert and 
increase the facilities to provide for a substantial programme of naval 
ship construction. 


CUTTING TOOLS LIMITED (Inc. November 14, 1941) was created for 
the purpose of salvaging and re-conditioning old cutting tools. The 
salvage plant is in Toronto and part of the plant facilities of the John 
Inglis Company Limited will be used by the company for its operations. 


MACHINERY SERVICE LIMITED (Inc. December 22, 1941) was 
created to employ and utilize the services of specially skilled enemy 
aliens in the re-conditioning and re-building of used machine tools. Its 
functions are closely related to those of Citadel Merchandising Company 
Limited. 


POLYMER CORPORATION LIMITED (Inc. March, 1942) has been estab- 
lished to organize the production of synthetic rubber in Canada. The 
type of synthetic rubber which will be manufactured is known as 
“buna”. The estimated capacity of the project as at present authorized 
is about 35,000 long tons per year and it is expected that production 
will begin before the end of 1948. The manufacture of this type of 
synthetic rubber is a three-stage process and it is contemplated that 
four plants will be involved. , 


WARTIME METALS CORPORATION (Inc. March, 1942) has been 
established to organize the production of metallic magnesium from 
dolomite by a new thermal process developed at the National Research 
Council. This corporation will also take on the responsibility for the 
organization of any other emergency projects for the production of 
war metals. 


The diversity of purposes for which these several Crown companies 
have been created will be evident from the foregoing brief review. 
Obviously no final appraisal can yet be made of the accomplishment 
achieved through these corporate mechanisms. Decentralization made 
possible through this form of organization has certainly been a factor 
of the greatest value in expediting important parts of the programme. 
It is certain also that in no other way could the energy, resourcefulness, 
and specialized experience of so many of the country’s industrial, busi- 
ness, and professional leaders be made available for the service of the 
war effort. 




















MARKETING MACHINERY AND WAR 
ROBERT CHISHOLM and WALTER THOMPSON 


RE present marketing methods helping the war effort and has this 
allegedly expensive system a place in Canada’s economy of today, 
and the post-war period? 


Every decision of every individual or organization must now be 
tempered by the thought: Will it help to win the war? 


With many people suggesting that as an economy measure, some 
aspects of our merchandising machinery should be shelved for the 
duration at least, it seems desirable to examine the system to see if 
the present structure is contributing anything worthwhile to the war 
effort. 


There is a popular misconception of the job marketing does even 
in “normal” times. It is easy to understand why questions are being 
asked, now quite seriously, about the need for a sales organization 
“when we can sell all we can make”. 


Our complicated structure for moving goods from manufacturers 
to consumers is a phenomenon closely related to the growth of the 
factory system. When the world operated on a purely domestic economy, 
there was no need for a middleman. The increasing specialization of 
labour, and production with the accompanying improvement in standards 
of living has thrown an ever-increasing load on marketing men. To 
the economist, the distributing organization creates “time and place 
utility”. 


Articles made by a factory in one place have more value in another 
place at another time. This sounds academic but is reality. None the 
less, the man who has made his living by creating time and place 
utilities has been, on the whole, unpopular. There have always been 
those who have looked upon the process of buying at one price and 
selling at a higher price as something akin to thieving. The general 
public has time and again fallen victim to the argument that if the 
middleman is short circuited they may buy goods more cheaply. 
Inventors are given patents when the art of manufacturing is improved. 
The distributors’ reward for an improvement in technique is often only 
adverse legislation. 


Let us examine, in the light of war conditions, the usual job of a 
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sales organization. The sales manager’s job is getting the goods from 
the factory to the consumer. More specifically: 


. Planning merchandise ranges 

. Pricing 

. Advertising and sales promotion 

. Presenting to buyers 

. Handling orders for delivery 

Extension of credit 

. Providing merchandising assistance 

Following through to assure customer satisfaction. 


ONATR WD 


It is difficult to generalize on the job to be done in the field. Some 
marketers are wholesalers; some retailers. And in some the factory 
manager or secretary may take over one or several of the above- 
mentioned items. 


No phase of a sales organization has been left untouched by war. 
However, the war has in no way eliminated, with the possible exception 
of pricing, any of the things that must be done. The war, though, has 
done much to the technique of how some of the functions will be per- 
formed. Let us re-examine some of the most affected items. 


ADVERTISING 
Even in pre-war times advertising was the object of considerable 
criticism. Much of this has been due to a lack of proper understanding 
of the economic function of advertising—to make the consumer a more 
efficient buyer. By the same token, much of the criticism of advertising 
has a sound basis. Some advertisers have not made the buyer more 
intelligent or have used the selling method as a means of peddling goods 
at too high a price or of selling undesirable merchandise. A great part 
of the criticism on the latter grounds has come from advertising men 
themselves, and there is a new generation of advertising personnel who 
believe in telling the buyer the essential facts in the most economical 
way or not advertising at all. The net effect of pre-war criticism of 
advertising has resulted in a stronger advertising guild which will be 
of considerable help in weathering decreased advertising lineage that 

advertising men anticipate at the moment. 


With civilian goods curtailed, can an advertiser afford to sign off 
for the duration? Most advertising has been designed to obtain more 
sales of a particular brand, as opposed to a campetitive brand, or to 
encourage the consumption of a class of products. With this in mind 
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and with the existence of “squeeze” in some directions, those depending 
upon advertising for income must take advantage of the flexibility 
of advertising and alter its appeal to one which will aid its war effort. 
Many national advertisers and local retail advertisers are providing 
excellent examples of projects which can be undertaken at present. 
Advertising is designed to support the war effort, to build goodwill, 
and to express the “repair age’. The most significant of these are along 
the lines of past good advertising practice—making the consumer a 
more intelligent spender of his money. Products, through necessity, 
must, as never before, be bought by those who need them. Products 
now in the hands of consumers must be “stretched out” as far as 
possible. Some firms are undertaking a conservation promotional plan 
for all their durable goods aimed to prolong the life of the product and 
build up goodwill for the firm against the time when consumers again 
enter the market. 


War conditions are causing many changes in materials. The buyers 
are being told why and also the facts about the substitute used. The 
spectacular success of informative labelling is evidence on this point. 
The advertiser has not only been selling physical goods but, basically, 
is selling satisfaction in use. This latter point indicates what can be 
done for present owners of goods. It is on this basis that a firm can 
expect a repeat purchase—even though that purchase may be post- 
poned. Repeat customers have always been the flesh and blood of 
successful business enterprise. 


Perhaps a word regarding “what advertisers are not doing” is in 
order. Any attempts at high pressure advertising which would encour- 
age unnecessary buying are avoided by the more informed advertisers. 
Advertising can, more than ever before, be factual. Truth in advertising 
has always paid on the long term. It guides a consumer in buying suit- 
able goods. What was once only an individual minor tragedy will be, 
when multiplied, an inexcusable dissipation of needed national material. 
Strategic and acutely short items need not be featured—someone may 
be led to discard an article that has not given its full use. Some adver- 
tisers at the retail level may be tempted to use a “hard to get” item as 
a substitute for a loss leader to pull people into his store. Certainly 
no advertiser should encourage sales by suggesting that his offering is 
the “last available for the duration”. 


Much can be done for business by advertising today. It may be 
called upon to pinch hit for a salesman in the active forces or at work 
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in a munition factory. Gasoline in salesmen’s cars may be conserved 
through the printed word. For guidance the advertiser must look 
realistically at international as well as at his own problems. It is a 
situation calling for common sense and a feeling of national responsi- 
bility. While advertising volume may not have the healthy glow of 
pre-war lineage figures it must be maintained to keep customers 
informed of changes in products or services. 


Advertising will be an important tool in the post-war readjustment 
period. 


SALES PROMOTION 
The sales promotion organization in business or pre-war days was 
generally indispensable. Selling policies usually provided the pattern 
for production policy. If the sales job had been better done, many of 
the sadder events of the 1930’s would not have taken place. 


Selling, however, has not been characterized by maximum 
efficiency. 


The ideal salesman has always been a liaison man between his 
firm and his customer. In this role it has been his job to fit the right 
product to the right use at the proper time. This seems simple. Today 
this job is not easy. The question of fair distributing among purchasers 
is to be answered. Some buyers are prone to pyramid orders. The man 
making the sales contact can’t prevent all of this but he can act to 
reduce it to a minimum. 


Salesmen must be in a position to give authentic information on 
government orders. Most important also, the salesman can assist in 
keeping his customer operating a legal business. Customers have always 
looked to their suppliers for advice. This function is essential today. 
While there seems to be less need for selling now, an analysis of the 
field indicates a definite need for good liaison work. 


Sales organizations have already undergone some pruning. While 
this situation is a cause for lament when applied to specific individuals, 
much of it cannot be avoided. 


Marketing’s ability to furnish manpower for war purpose is a 
source of considerable strength to our war economy. It forms a 
reservoir of alert and able individuals. 


Even the most efficient marketing men must admit that certain 
phases of pre-war merchandising methods encouraged waste. This was 
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excusable in a period of plenty. But with new shortages developing 
daily, waste of any kind must be eliminated. The wasteful practices 
now being dropped are in effect a cushion which business is finding 
useful in its economy programme. 


Before deciding to cut loose a good salesman, many are considering 
the investment in his sales training. Individual firms may spend as 
much as $5,000 on a man before putting him in the field. There are 
several firms and a number of individuals who make a business of 
training salesmen. Good salesmanship has helped to convert civilian 
plants to war plants. 


The ingenuity that has been so valuable to the sales organization 
in civilian fields has some scope in conversion. War Production officials 
in the U.S. have been very strong at times in pointing out that war 
contracts should be sought as vigorously as ordinary business. 


Certain it is, looking at the salesman’s present job, that “high 
speed”, “high style’, “high pressure” selling does not fit today. A 
liaison job between producer and consumer is still needed—and only 
the best should be doing it. 


MERCHANDISE PLANNING 

Enterprising manufacturers have always encouraged the selling 
force to offer ideas on new products and product changes. Pressure 
from this group in many cases has resulted in too many lines for 
maximum economy in production. In general, the production man was 
anxious to produce a line that could be made for the least unit cost. On 
the other hand, the salesman wanted a line that would satisfy every 
prospect’s desire and meet every competitor’s product. In the thirties 
the selling group tended to win out. Now we are in the process of 
reversing the movement. 


The sales department is still in a position to help in deciding what 
should be made. The selling background is such that it can contribute 
knowledge of what the buyer really needs. The blending of production 
and sales effort in achieving a utility line should result in the production 
of articles designed to use minimum material and manpower and still 
produce maximum consumer satisfaction. 


On the face of it the immediate combination of forces confronting 
marketing would seem intent on crushing it, or at least bruising it 
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badly. Because of war requirements it must furnish manpower for 
essential manpower will be reduced, gross spreads will be less, and 
demands for goods by a hard working population will continue strong. 


But Marketing machinery still has a job and a duty. This thought 
is consoling to those who have pride in their workmanship. Adjust- 
ments are inevitable and the human species, as a group, dislikes change. 
Squeezes must be absorbed. A great deal of this can be done by plain 
good individual management. 


Marketing was not too badly hurt by World War I. In that war 
Canada had no more than ten per cent of its production capacity on 
war goods. The strain of switching over four times that proportion to 
war is terrific. It calls cohesive co-operative industry. Standards of 
marketing to cope with the sharp impact of this move must be new. 
World War I history, while interesting and useful, need not be our 
standard today. 


The present situation is a challenge to the industry and ingenuity 
of enterprising executives. Marketing men today must strain for 
maximum efficiency to meet an unprecedented situation if apparent 
liabilities are to be turned into assets which will aid the war effort and 
also the adjustments peace will bring. 




















PRICE CONTROL IN CANADA AND THE 
UNITED STATES 
RONALD 8S. RITCHIE 


ERHAPS the most effective way to obtain a true evaluation of 

the meaning and magnitude of the step to which Leon Henderson 
committed the United States on April 28th is by a comparative analysis 
of the policy of selective price controls followed by the Office of Price 
Administration until now as against the Canadian over-all ceiling which 
has been effective since December 1, 1941. For its full significance to be 
realized, the picture must be drawn against the background of the 
comparative development of price control policies and mechanisms 
in the two countries, conditioned as they have been in each case by 
the increasing degree of conversion of the economy to all-out war 
production. 


For over five months the economy of Canada has been subject to 
an over-all price control system like that which began for the United 
States on May 11th. When the Canadian all-inclusive ceiling was 
announced on October 18th last year Mr. Henderson offered the com- 
ment that, whereas such a plan might be necessary for Canada which 
was then devoting some 44 per cent of her productive resources to the 
war effort, no such drastic action was necessary or appropriate for 
the United States with only 15 per cent of its resources mobilized for 
defence. This position was consistent with what had been the Adminis- 
trator’s continued view throughout his tenure as chief of the O.P.A. 
The policy of the O.P.A. has throughout been based on a definite set 
of beliefs—the belief in selective price controls rather than an over-all 
ceiling; the belief that the most effective, perhaps the only necssary, 
control is control over the basic raw materials (copper, zinc, steel, 
lumber, cotton, etc.) ; and the belief in a “just price”, one which, as 
Woodrow Wilson described it during the First Great War, “will sustain 
the industries concerned in a high state of efficiency, provide a living 
for those who conduct them, enable them to pay good wages, and make 
possible the expansion of their enterprise which will from time to time 
become necessary as the stupendous undertakings of this great war 
develop.” 


The Emergency Price Control Act of 1942, designed to strengthen 
the hand of the O.P.A. for selective price control but now to be the basis 
for the over-all ceiling, bears characteristics which mark its origins in 
these beliefs of its proponents. In the preliminary Congressional hear- 
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ings, when the bill was in the committee stage, Henderson testified that 
he did not propose to use the wider authority the Act would give him 
to alter his approach to price control. His chief hope was rather to 
obtain legislative sanction for the O.P.A.’s orders and legal authority 
for their enforcement. There would be, he said, no disposition on his 
part to disturb market situations where there were no difficulties. His 
approach would continue to be from the basic commodity list. The task 
of price control, as he saw it, was not to attempt a general freezing of 
all prices, but rather to prevent unwarranted price increases. The 
general “stop” order on all U.S. prices has not been, therefore, the result 
of any preference on the part of the Administrator for all-out, universal 
price control—it has been, instead, an unavoidable step forced by the 
wartime inflationary pressure which was driving the O.P.A. to issue 
each week an increasing number of price schedules, to spread its con- 
trols from basic raw materials to processed goods and finished products, 
and to advance unwillingly from the level of producer prices to whole- 
sale prices and finally to retail prices. 


To a degree, this development is a duplication of the Canadian 
experience. Like the United States’ O.P.A., the Wartime Prices and 
Trade Board relied during the early part of the war, to a large extent, 
upon the voluntary co-operation of business and industry. It undertook 
direct price control only reluctantly and almost invariably only as a 
temporary expedient. Its prime responsibility was for the cost of living 
and its initial controls and power lay only with those goods and services 
declared to be necessities of life. It discharged its responsibilities less 
by controlling prices than by influencing them—both by suggestion and 
by its efforts in the field of supply. Thus, as late as June, 1941, the 
Secretary of the Board was able to say, “The whole policy of price 
control as developed by the Wartime Prices and Trade, Board has 
become centred around the organization of supply ... Maximum 
prices have been fixed only where the Board has been convinced that 
higher prices would serve no useful economic purpose.” When this 
whole policy, tried and tested through two years of war, was discarded 
last fall with the imposition in Canada, at one stroke, of a ceiling on 
almost every product and service at every stage of production and 
distribution, it was a step forced by the realization that, if piecemeal 
price control was adequate for an economy expanding from the relative 
slack of its peacetime tempo to the fuller productive requirements of 
war, it was entirely inadequate for an economy which had reached and 
begun to pass the stage of full employment and was faced not only with 
the end of the increase of its flow of civilian goods but an actual decrease 
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—and this in the face of the steadily growing flow of purchasing power 
being poured into the hands of eager consumers. 


Thus the first stages of price control have been much the same 
from the developmental point of view in both Canada and the United 
States. The O.P.A. has, however, followed the policy of selective price 
controls more nearly to its ultimate end (an all-inclusive series of 
ceilings) than did the Wartime Prices and Trade Board. As a result, 
while Canada passed at a single stride from the stage of having only 
the prices of a few basic goods controlled to the stage of a compre- 
hensive ceiling structure for almost all prices, the U.S. economy has 
reached the same position through the stages of a more gradual exten- 
sion of the imposition of ceilings, with the pace continually quickening 
until in the end an over-all unified price control had to replace the 
piecemeal controls. For this reason, and because it brings out very 
clearly the problems inherent in price control, a comparison of the 
policies and efforts of the O.P.A. to date with the policies and efforts 
of the W.P.T.B. since December Ist last, should prove both interesting 
and fruitful. 


Until the Emergency Price Control Act became law, on January 
30th of this year, United States price controls had to be introduced and 
maintained largely without the benefit of any legal authority for 
enforcement. The price controllers were forced to rely on the voluntary 
co-operation of industry plus whatever indirect pressure they could 
bring to bear through influencing the exercising of the more tangible 
powers of certain other Federal authorities. The powers of the Price 
Stabilization Division (of the National Defence Advisory Commission), 
which preceded the O.P.A., were largely limited to those of recommen- 
dation. Its early efforts to induce the producers of basic materials 
(especially metals) to hold their prices at reasonable levels met, how- 
ever, with a satisfactory measure of success. Typical of the methods 
used and the results obtained are the cases of Southern pine lumber, 
copper, steel scrap, and zinc. In the case of Southern pine lumber a 
60 per cent price rise up to December, 1940, led to a suggestion from 
the Government to the individual producers that steps be taken to 
correct the situation. Prices dropped slightly thereafter until July, 1941, 
when another spiral began which became the basis for further consul- 
tation with the industry. In the cases of copper and zinc, prices have 
been held steady since October, 1940, as a result of negotiations with the 
industries concluded at that time. However, less success was attained 
with steel scrap. Here the Price Administrator had to deal with a much 
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less integrated industry and the usual efforts of discussion and exhorta- 
tion proved largely ineffective. To control the situation a ceiling was 
finally established but after temporary lowering of prices it was 
violated on a wholesale scale. With no legal sanction for his ceiling 
price schedule the Administrator was powerless to enforce it. 


After February, 1941, when the real upward pressure on prices 
came, because of increasing transportation costs, rising wages, and the 
expansionary prospects arising from lease-lend, an increasing number 
of price schedules were issued. Almost all of these, as well as a number 
of informal understandings with certain industries, directly affected 
only basic commodities. Back of the belief in the method of selective 
price controls was the conviction that if the primary prices could be 
held to reasonable levels thorough-going price control would be un- 
necessary. On the theory that prices at one level in the economy are 
costs at another it was concluded that with primary prices kept under 
control there should be, in the absence of profiteering, no unreasonable 
price increases. In accordance with this belief, the O.P.A., after its 
formation by Executive order in April, 1941, limited its price fixing 
activities as far as possible to the first stages of production. But with 
the nearer approach to full employment throughout the economy it 
found itself forced more and more to interfere directly in a widening 
field of prices. Control of the prices of basic raw materials had to be 
supplemented by control of the prices. of processed materials and 
finished goods. No retail ceilings were imposed until December, 1941, 
but during the last month and a half before the over-all ceiling was 
introduced price schedules had to be issued for a variety of consumer 
goods at the retail level. By the end of April, 1942, the O.P.A. found 
itself with close to one hundred and fifty ceiling schedules (some of 
them amended niany times) controlling a large fraction of the prices 
in the whole economy. 


While ceilings in the United States were growing in number and 
extent and beginning to invade the field of retail prices, the Canadian 
over-all ceiling structure was being subjected to drastic readjustments 
at all levels below the retail. While the Maximum Prices Regulations, 
which became effective December Ist last, established the ceilings for 
almost all goods and services at every level of production and distribu- 
tion on the basis of the individual seller’s highest lawful prices during 
the basic period (September 15th to October 11th, 1941), the W.P.T.B. 
saw its first duty to be to hold the retail ceiling. At all levels below the 
retail the basic period maximums could be little more than points of 
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departure. The fact of time lag meant that in many fields wholesale, 
manufacturers’, and raw material ceilings would have to be forced 
down so that the retail ceiling might be maintained. The fact of higher 
costs which had not been reflected in basic period selling prices meant 
that, in a few cases, manufacturers’ or wholesalers’ ceilings would have 
to be raised so that the burden would be shared by the retailer. The 
area of prices below the retail level became a fluid one where the 
“squeeze” was rolled backward or forward or in both directions, as 
necessity and the ability of processors, wholesalers, and retailers to 
absorb it dictated. As the necessary adjustments were worked out a 
price structure was established into which the fixed retail ceiling would 
fit. The retail ceiling was allowed to be modified only for the purpose 
of “levelling” it out, i.e., permitting individual retailers with ceilings 
which were anomalously low to raise them to conform with the general 
price structure; or establishing uniform ceilings or uniform bases for 
ceilings for particular products to replace a variety of individual 
ceilings. 


In the United States’ scheme of selective price controls, with no 
fixed point of departure, such as a retail ceiling which might not be 
passed, there has been less application of the principle of the “squeeze”’. 
Illustrative of this is the O.P.A.’s ceiling on cotton cloth imposed first 
in July, 1941. When this ceiling failed to arrest the advance in the 
price of raw cotton the maximum price on the cotton cloth was raised 
by an additional 4 cents. But the price of raw cotton still continued 
up. In December the O.P.A. announced a “flexible” ceiling for cotton 
goods and yarns, one based on a formula which brought automatic 
ceiling adjustments geared to the fluctuations in “spot” cotton prices. 
Now, however, that the O.P.A. has adopted its over-all ceiling it is 
committed to a stringent application of the principle of the “squeeze” 
and even to the payment of subsidies where necessary. 


It has been suggested that the resort to subsidies is not anti- 
inflationary. The cost of living is no lower (except statistically) because 
the consumer pays part of the price of his pair of shoes through the 
medium of the public treasury. The deflationary influences of a post- 
war discontinuance of subsidy payments to industry will be no less 
severe than those of an equivalent fall in prices. But even if both of 
these contentions are granted the place of subsidies as a weapon in a 
programme to combat inflation is still relatively secure. The case is 
clear that where for an industry there are only two alternatives, a rise 
in price or a subsidy, the method of price increase adds to the factors 
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which wiil stimulate the inflationary price spiral while the method of 
subsidy payments does not. Moreover, by means of subsidies the price 
control authorities can help to prevent those chaotic price fluctuations, 
the product and the aftermath of inflation, which so violently disturb 
economic relationships and values. And by them they can distribute 
the burden of the unavoidable increases in the cost of living more nearly 
in proportion to the ability of the different sections of the population 
to meet them. 


In the Canadian price control plan, subsidies have been a third 
resort for keeping the retail ceiling intact. First has come the “‘squeeze”’, 
the narrowing of margins and the equitable allocation of cost increases 
at all stages from the primary producer to the retailer. Next to this 
procedure of price adjustment, perhaps even more fundamental, is the 
approach of cost adjustment by the elimination of “frills”. Frills are 
those unnecessary accretions of small utility which are the product of 
competition and custom. Their elimination by simplification, standard- 
ization, and reduction of service means lowered costs and more efficient 
utilization of materials and resources. As growing supply shortages 
and increasing diversion of resources to war production bring reduced 
output and its by-product, increased unit costs, this attack on costs 
becomes more important. Subsidies find their place in those situations 
where, for an essential commodity or service, after costs have been 
pared as much as possible by eliminating “frills”, and after the 
“squeeze” has been absorbed to the fullest extent bearable by the 
industry, there still remains a portion of the cost which will not fit 
under the retail ceiling. In addition to such cases, the Board has paid 
subsidies on a temporary basis in certain industries while it was making 
thorough studies to decide on an equitable basis for a “squeeze” or to 
work out possible economies and simplifications. 


A recent innovation in the Board’s subsidy policy follows a 
principle corresponding to one incorporated by the O.P.A. in the 
administration of many of its ceilings. This is the principle of varying 
the returns to different firms on the basis of their cost positions. This 
principle is inherent in the policy of individual ceilings which has been 
the basis of the Canadian over-all ceiling and which became increasingly 
the policy of the O.P.A. after the passing of the Emergency Price 
Control Act. But it was first definitely formulated for the payment of 
subsidies in the W.P.T.B.’s grocery subsidy agreement, which provides 
that subsidies payable to processors under the agreement should in no 
case be sufficient to raise any firm’s net profits above their net standard 
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profits as defined by the Excess Profits Tax Act. Thus subsidy payments 
are now linked to the individual need of the business on the basis of 
its over-all operations. 


The O.P.A. accomplished the same end when in many of its uniform 
ceiling schedules it refused to adopt the bulk-line principle of establish- 
ing the maximum price high enough to allow profitable production by 
all of the higher cost firms whose output was required. Rather than 
thus allow excessive returns to the low cost producers, the ceiling was 
usually placed at a lower level and price differentials were allowed for 
firms which were submarginal under the general schedule. Thus, 
although the price ceiling for copper was established at 12 cents, certain 
high cost producers were allowed to charge more if they could find 
buyers. This practice of the O.P.A. was in line with its general policy 
(especially before the more recent months) of establishing its ceilings 
at levels which would keep materials moving to consumers. The 
directive function of price was believed to have a place even in the 
inflationary atmosphere of diversion to production for war. 


To obtain a full appreciation of the price control efforts in the two 
countries it is necessary to compare the organization and powers of the 
two price control bodies and the settings in which they have functioned. 
In the latter two respects certainly, although perhaps not so much in 
the first, the W.P.T.B. has had marked advantages over the O.P.A. 
The handicaps of the O.P.A. before the Emergency Price Control Act 
gave it investigation, enforcement, and licencing authority have already 
been indicated. But even under the Act its prerogatives are limited 
compared to the powers granted to the W.P.T.B. by order-in-council. 
As against the complete authority which the Board has in the field of 
price, with powers overriding those of any other duly constituted price- 
fixing body, the O.P.A. has been provided with no powers for controlling 
utility and transportation rates, only delayed powers in regard to 
rentals, and such qualified authority over agricultural prices that unless 
suitably amended in this latter regard its lack of authority may prove 
exceedingly dangerous to its present over-all ceiling plan. In the field 
of rentals, the Administrator must issue a declaration containing 
recommendations for the stabilization or reduction of rents in any area 
sixty days in advance of making any regulations for control of rents 
in that area. Agricultural prices are at present largely exempted from 
the effects of price control by the Act’s provision that no ceiling may 
be imposed on any agricultural commodity below the highest of four 
prices, the most widely publicized of which is the famous 110 per cent 
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of the commodity’s parity price. So far this has prevented the imposi- 
tion of maximum price schedules for most farm products, an important 
exception being the temporary 60-day price ceiling which the Adminis- 
trator was able to apply to some % ths of the nation’s pork products 
when the farm prices of pork passed 110 per cent of parity early in 
March. And yet food prices, probably the most important sector of 
the price structure affected by this prohibition in the Act, have 
accounted for some two-thirds of the general price rise which has 
occurred during the past year. The repeal of this special treatment 
provision for agriculture is a step vital to the success of all-out price 
control in the United States. 


Other powers, which in Canada are centralized in the hands of 
the W.P.T.B., are in the United States held only in part or not at all 
by the O.P.A. Among these are control of instalment buying terms, 
power to regulate production and restrict the use of materials, and 
authority to ration. Whereas in Canada, as has been pointed out above, 
the introduction of more economic and simplified practices has become 
an integral part of price control policy, in the United States the O.P.A. 
is without direct power to issue simplification and standardization 
orders to industry. Such orders, Conversion Orders as they are called 
in the United States, lie within the province of the industrial branches 
of the War Production Board’s Division of Industry Operations. Any 
integration of this type of policy with the price controls must, therefore, 
be obtained through the co-operation of the W.P.B. with the O.P.A. It 
is true that the Price Administrator is a member of the W.P.B. and 
also Chief of the W.P.B.’s Division of Civilian Supply. But the functions 
of the latter are purely advisory and experiences to date would indicate 
that the Division of Industry Operations probably considers problems 
of supply and resources somewhat to the exclusion of price control 
factors when it issues its Conversion and Restriction Orders. Added 
to this division of functions which are essentially related to the whole 
effort of price control is the fact that all the efforts of the O.P.A. have 
had to be made against the background of an uncontrolled wage situ- 
ation. In Canada wages were frozen, subject to variations in the cost 
of living, at the time that the over-all price ceiling was introduced. 
However, the selective price control effort of the United States has 
throughout had to combat the inflationary influences of an uncontrolled 
wage structure. If the present over-all ceiling is to be successful, it 
will have to be linked to a control of wages which will, to as large a 
degree as possible, limit the total volume of purchasing power at the 
command of labour to its present level. 
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The development of price control in the United States provides a 
decisive commentary on the workability of a policy of selective price 
ceilings. The picture is clearly drawn in the experiences of the O.P.A. 
of how, as the forces of inflation gather momentum, the number of 
individual ceilings which must be imposed becomes cumulatively larger 
until the point is reached where an integrated and comprehensive ceiling 
becomes the only remaining resort. In the United States, as in Canada, 
this point seems to have been reached at some stage shortly after full 
employment was reached, at a stage when the still growing demands of 
war could only be met by a reduction in the output of civilian goods. 
Now that the step has been taken in the United States, the price control 
efforts of the O.P.A. promise to duplicate in most respects the experi- 
ences and activities of the W.P.T.B. during the past six months. What 
has been a study in contrast since December Ist, 1941, is more likely 
to be in future a unified attack on the problems of war inflation. 





SUPPLEMENTARY ANALYSES 
THE O.P.A..S GENERAL MAXIMUM PRICE 
REGULATION VS. THE W.P.T.B. REGULATIONS* 
RONALD S. RITCHIE 


N most respects, the O.P.A. has modelled its over-all price ceiling 

plan directly on the Canadian plan, which for five months has served 

as a sort of large scale laboratory experiment in price control economics. 

However, on certain points, largely secondary in nature, somewhat 
different policies have been deliberately adopted. 


In their chief characteristic the two plans are the same; they both 
establish a system of individual ceilings, a price structure in which 
the maximum price which every seller may charge for each product 
he sells is established by his own selling prices for that commodity 
during the basic period (the month of March, 1942, for United States 
businesses, the month between September 15 and October 11, 1941, for 
Canadian businesses). In each case the individual ceiling is fixed by 

*Note: A more comprehensive summary of the similarities and contrasts 
between the over-all ceiling plans of the O.P.A. and the W.P.T.B. would include a 
more detailed study of fundamental differences such as those between the policies 
and powers affecting wage control and control of agricultural prices. However, 


no enlargement on these points will be made here above the suggestions discussed 
in the body of the article above. 
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the highest lawful price obtained during the basic period, subject to 
the provision that all discounts and differentials customarily allowed 
and such as to result in a lower net price must be continued. However, 
there is a slight difference between the two countries in the highest 
price which may be taken to establish a ceiling. In the Canadian plan 
a seller may base his ceiling only on a sale actually made during the 
basic period (whether or not delivery on the sale was actually made 
during the basic period) and a price quotation or offering price on 
which no sales were made may not be used as the basis for the ceiling. 
However, under the American plan, the price which is important is 
the price at which goods were actually delivered during the basic period, 
whether or not the sale took place during or before the basic period, 
and in the absence of any such delivery, the highest price at which the 
article was offered for sale during the basic period may be taken as 
the ceiling price. 


In both countries, the over-all ceiling covers retailers’, wholesalers’, 
and manufacturers’ prices. However, the charges for services at retail 
do not come under the O.P.A.’s ceiling until July 1st, whereas in Canada 
such charges were brought under the ceiling coincidentally with the 
prices of all commodities at all levels of production and distribution. 
The W.P.T.B. has, so far, not exercised its powers to place ceilings on 
export prices although it has from time to time had to meet the problem 
of diversion of Canadian goods from the domestic market to foreign 
outlets by requesting that particular commodities be made subject to 
export permits, with such permits being granted on the recommendation 
of the Board’s Administrator concerned. However, in the case of the 
O.P.A., a ceiling on export prices preceded by a few days the general 
over-all ceiling which was introduced by the General Maximum Price 
Regulation on April 28th. 


The General Maximum Price Regulation of the O.P.A. does not 
in itself cover the whole field of prices as fully as did the Maximum 
Prices Regulations of the Wartime Prices and Trade Board. This is 
because it does not supercede the existing O.P.A. price schedules which 
have been issued at various times over the past year, nor does it, until 
their expiry, replace the temporary sixty days schedules which had 
been issued in the weeks of March and April. In addition, the Price 
Administrator announced when he introduced the General Maximum 
Price Regulation a series of separate Orders for a broad range of 
products requiring special treatment, e.g., coal, newsprint, paper, etc. 
Most of these, as well as most of the products covered by previously 
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existing schedules, have ceilings based upon periods prior to March, 
1942, a great many of them upon the levels prevailing during October 
last which was the “reference period” prescribed by the Emergency 
Price Control Act. 


Both in Canada and in the United States there are certain 
exemptions to the price ceiling plan but the exemptions from the 
O.P.A.’s general ceiling are somewhat more numerous, and, due to legal 
limitations, in some cases more important than those under the 
Canadian scheme. Because they are excluded by the definition of a 
commodity in the Emergency Price Control Act, newspapers, books, 
magazines, motion pictures and common carrier and public utility rates 
are all excluded from the price ceiling in the United States, while all 
are subject to the Canadian price ceiling. In addition, as has been 
noted above, the special treatment accorded agricultural products by 
the Emergency Price Control Act precludes the application of a price 
ceiling at March levels to most agricultural commodities. There is even 
some doubt thrown upon the legal validity of the Price Administrator’s 
application of the ceiling to many agricultural commodities one or more 
stages removed from the primary level. Two other important excep- 
tions to the O.P.A.’s ceiling are the serving of meals and beverages and 
the rendering of personal services not connected with a commodity. 
Prices of meals and beverages are subject to the Canadian ceiling while 
the exclusion of personal services rendered apart from the sale of com- 
modities exempts from the O.P.A.’s ceiling such charges as those of 
barbers and beauty shops, which are covered by the Canadian price 
ceiling. Another feature of the O.P.A.’s over-all ceiling which is dictated 
by the provisions of the Emergency Price Control Act is the fact that 
the Price Administrator’s recommendations for maximum rents in 302 
defence areas, which he added at the time of the announcement of 
the General Maximum Price Regulation to the 21 areas previously 
designated, cannot become effective until sixty days after the recom- 
mendations were made. The control of rents which will then be effective 
will cover a large proportion, but not all, of the populated areas of the 
United States. The Price Administrator has warned, however, that 
rent control will from time to time be extended to centres not now 
affected. The rent control administered by the Wartime Prices and 
Trade Board applies to all of Canada. 


The O.P.A. is now beginning to meet the problems involved in an 
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over-all ceiling which the W.P.T.B. has been facing since December Ist. 
However, the experiences of the latter are available as sign-posts and 
promise to become the basis on which the O.P.A. will attack its prob- 
lems. Just as it has been necessary in Canada to roll back the “squeeze” 
from retailer to wholesaler to manufacturer and primary producer, so 
the same process is beginning in the American economy. To a degree, 
part of this task has already been accomplished through the retention 
of the ceilings previously established on many commodities and 
materials below the retail level at heights established during special 
basic periods prior to March, 1942. However, the major part of the 
job still remains to be accomplished and is just now being attacked. 
As in Canada, too, it will be found that in some cases the “Squeeze” 
will be so great that it cannot be absorbed by the industry concerned 
and in such cases the O.P.A. plans to meet the situation by subsidizing 
to the extent necessary. The Canadian scheme has provided for special 
adjustment of anomalous retail prices, i.e., situations where a retailer 
was caught with an abnormally low price during the basic period. The 
O.P.A.’s general policy also makes provision for this type of levelling 
out of the ceiling, although the Administrator has warned that its 
application will be limited to the fewest cases possible. An attack 
similar to the Canadian one on reducing costs by simplification and 
standardization will also be made by the O.P.A. In this connection, it 
may be noted that retailers in the United States are less rigidly bound 
than retailers have been in Canada since in addition to reducing delivery 
services without reducing the price they will be permitted to begin to 
charge for delivery, whether or not they did so during the basic period. 


The O.P.A. has introduced some interesting innovations in regard 
to the policing of the price ceiling plan at the retail level. Chief of 
these is its order that retailers must post in their stores their maximum 
March prices for a list of approximately one hundred commodities which 
are most important in the cost of living. In addition, they must have 
prepared by July 1st, and thereafter keep available for examination by 
any person during ordinary business hours, a statement showing 
maximum March prices together with a description of the commodities 
to which they apply and all their customary allowances, discounts, and 
other price differentials. However, despite this emphasis on informing 
the consuming public of the actual ceilings existing, the O.P.A. has 
reversed the Canadian policy by discouraging housewives and con- 
sumers in general from becoming an unofficial price police force. In 
place of asking the co-operation of the public in reporting violations 
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of ceilings, as the Wartime Prices and Trade Board has done in Canada, 
the O.P.A. plans to keep the situation in check through the activities 
of its own investigators. One aspect of the enforcement task which is 
common to both plans is the use of the power of licensing. In both 
cases, businesses are licensed by the price control authorities and any 
license may be revoked if the licensee fails to comply with the regula- 
tions imposed. Unlike the Canadian policy, licensing in the United 
States is limited to wholesalers and retailers, but in both countries 
licensing is automatic and is followed by a registration of the businesses 
involved. 








BOOK REVIEWS 


MOBILIZING CANADA’S RESOURCES FOR WAR 


A. F. W. PLUMPTRE 
(McMillan Company, Toronto, $3.00) 


RITICISM of its war effort is a phenomenon that is part of the 
patriotic spirit of every country at war. Since May, 1940, when 
the fall of France convinced the world that this was no “phony war”, 
a storm of criticism has swept all the democracies of the United Nations. 
Nowhere has the criticism been more bitter or more intense than in 
Canada, where the whole question of all-out participation is tangled 
with racial and linguistic issues. Some of the criticism has been justified, 
much of it is without foundation, and all of it has been tinged to some 
extent by political and economic prejudices. Mobilizing Canada’s 
Resources for War is a book prepared with special care to clarify many 
confused issues. It is written by a competent expert, A. F. W. Plumptre, 
Canada’s Consultant for O.P.M. at Washington. The book’s chief virtue 
is that it summarizes Canada’s mobilization for war in a purely 
objective light, criticising where criticism is plainly necessary, and 
giving credit where credit is due. 


As the author sees it, Canada’s war effort has already passed 
through three distinct phases, all of which exhibit remarkably different 
characteristics. The first phase, from September, 1939, until May, 1940 
(fall of France), was the period of the “sitskrieg’’. In this period 
Canada’s chief contribution to the war effort of the United Nations 
was raw materials which were supplied mostly out of surpluses. Rela- 
tively little of Canada’s expansion during this period could be attributed 
to outlays of the Canadian Government. 


In the second phase, from June, 1940, to February, 1941, it became 
apparent that Canada’s economy would have to be reorganized to 
produce the weapons of a mechanized war—aeroplanes, tanks and ships. 
The production of such articles requires large investments of capital 
equipment and the period from June, 1940, till February, 1941, was a 
period devoted to “tooling up” rather than to the production of war 
supplies themselves. Expenditures on capital equipment soon became 
large enough to exert an expansive force on Canada’s price level. This 
period, therefore, was also characterized by restrictive measures— 
regulation of specific prices, increased taxes and the launching of a 
savings compaign. 
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The third period, beginning about March, 1941, and continuing 
until the book was written, might be called the phase of shortages. 
During this phase, the zone of full employment was entered and con- 
tinued competition for a dwindling supply of labour involved a strong 
upward pressuree on wages. The battle of the Atlantic and the loss to 
the Allies of sources of materials created shortages of almost all 
imported goods. On the basis of these shortages, real and anticipated, 
prices had started upward at an ever-increasing rate by the time this 
book was published. 


Through these phases Mr. Plumptre traces in detail the story of 
the mobilization of manpower, Canada’s fiscal and monetary policy to 
curb inflation in the face of a rising national income, and a decreasing 
quantity of consumer goods, and her attempt to control particular 
prices, particularly the price of labour. It seems a shame that Mr. 
Plumptre wrote the book when he did. The over-all price ceiling was 
established in Canada shortly after its publication to curb the inflation 
that the author saw developing. It would have been interesting to have 
his opinion of the ceiling, especially with regard to the question of 
shortages. 


The chief criticism of the work is that it will soon become dated. 
The last phase mentioned (that of increasing prices) is already over, 
and a new phase with its separate problems has already been entered. 
None of these problems has been touched by the book since. At the 
time of its publication these considerations were still in the realm of 
speculation. 


Mobilizing Canada’s Resources for War, despite this criticism, is 
the best treatise on Canada’s economic mobilization that has yet 
appeared. It is recommended to any Canadian who is interested in how 
our economic mobilization has developed and to a throng of critics whose 
attacks have been partly responsible for its appearance. 

—GORDON NISBET 
Se is’ 


WARTIME CONTROL OF PRICES 
CHARLES O. HARDY 
(The Brookings Institution, Washington, D.C., 1940) 
HIS book is a timely contribution to an important subject by a 
recognized authority in the field. It is a book that is sound and 
substantial yet presented so clearly and simply that the intelligent man 
on the street can understand it. It sets out to answer the question: “Is 
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it possible to devise methods of financing the war and of controlling 
prices which will prevent a price inflation similar to those of past 
wars?” 


The book is arranged in two parts. Part I is a theoretical analysis 
of the problems involved in the control of prices in wartime. Part II 
is a study of the price controls developed in the United States in the 
World War. The conclusions of Part I are to a considerable extent 
based on the material presented in Part II but the busy reader will find 
the gist of the argument in Part I. 


Doctor Hardy analyzes the origins of wartime price inflation and 
points out that it is not something governments plan but the unforeseen 
result of forces put in motion by the prosecution of the war. These 
forces are of two kinds which must be distinguished by anyone attempt- 
ing to control the situation. Prices of some things rise because there 
is a shortage. Other things rise in price because certain methods of 
war finance put tremendous quantities of money in the hands of the 
public. Since prices represent a relation between the amount of things 
being sold and the amount of money people have to spend, an increase 
in the amount of money in circulation tends to produce a rise in prices. 
It is this latter type of price increase that is properly called inflation. 


The explanation suggests the remedy—the huge amounts of money 
the government spend must not be added to but as far as possible 
taken out of what the rest of us normally spend. Put in another way, 
the problem is to finance the war out of current income rather than by 
the creation of new money. This does not mean that the entire cost of 
the war must be met by current taxation; borrowing is just as effective 
in withdrawing money from circulation provided the loans are made 
out of money we would otherwise have spent. Buying Victory Bonds 
with money borrowed from a bank is not the correct method unless 
we curtail our consumption expenditure proportionately. Dr. Hardy 
suggests that the banking authorities can and should prevent this 
inflation by sufficiently restricting credit and that the cost of living 
index “seems to be far preferable to any other measure of the price 
movement in common use” (page 43). 


The chapter on indirect control contains valuable and courageous 
proposals. First, the encouragement of imports in order to utilize the 
resources of neutrals. “There is no reason why, in time of war, after 
full employment has been attained, the country should not suspend all 




















Wartime Control of Prices 235 
protective tariffs ...” (page 47). Second, the stimulation of domestic 
production, removal of restrictions on output including all policies 
aimed at creating employment, such as unnecessarily short hours and 
time and a half for overtime, are suggested. 


Monetary measures, of course, will not meet the problem of short- 
ages. In discussing this problem, the author distinguishes between 
prices paid by the government for the necessities of war and the prices 
paid by the public. For the former, he points out that unification of 
all government buying is a most powerful weapon. This enables the 
government to negotiate separate contracts at different prices with 
individual producers paying prices high enough to cover cost and 
stimulate full capacity production but not as high as would result from 
competitive buying in an open market where prices would be uniform. 
Prices paid by the public (except in a few cases of important items in 
the cost of living like flour and sugar where rationing is indicated) 
should be permitted to rise as the simplest way to allocate the available 
quantity of goods. 


The policy of a general price ceiling is condemned on the following 
grounds: first, it requires a great deal of administrative effort to do 
what would otherwise be done by changes in prices, e.g., stimulate the 
production and restrict civilian consumption of things needed in greater 
quantity for the war, decide who will get the goods that are available. 
Second, it is very difficult to enforce. This conclusion is based on 
experience both in the World War and under the N.R.A. when “. . . in 
many fields of small business it was fast becoming a farce” (page 105). 


Such being the advice of a doctor, let us see to what extent it has 
been followed in Canadian practice. With regard to the fundamental 
problem of monetary inflation, the government has been aware of the 
dangers and has attempted to collect a reasonably large share of the 
cost of the war by taxation and (through the War Saving Certificates 
plan) by borrowing out of current income. In the Victory Loan cam- 
paigns, however, insufficient emphasis has been placed on the necessity 
of reducing consumer expenditure and too much encouragement has 
been given to people to borrow from the banks. 


In the matter of control of prices of the things the government is 
buying, a large degree of unification has been effected through the 
Department of Munitions and Supply and a commendable ingenuity 
shown in arriving at fair prices for contracted material. Full recognition 
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has been given to the evils of the cost plus system and it has been 
avoided wherever possible. 


The most conspicuous departure from the doctor’s prescriptions is 
in the matter of the general price ceiling. Even here, our policy differs 
somewhat from that which Dr. Hardy rejects. He assumed a price 
ceiling imposed at the outbreak of the war, attempting to freeze all 
prices at peacetime levels. We adopted it after about two years of war 
during which it might be argued that prices should have changed in the 
manner required to meet Dr. Hardy’s first objection. Your reviewer 
feels that in fact such changes had not taken place to a sufficient degree 
—that, for instance, it would have been desirable to have higher prices 
for such things as wool and gasoline—and that for many commodities 
the entry of Japan into the war has altered the whole situation. 


There are, however, one or two points to be made in defence of the 
government’s policy. In the first place, the plan has an appearance of 
fairness which, while perhaps deceptive, makes control more palatable 
to an individualistic people. In the second place, there was the necessity 
of preventing runaway wage rates. War creates a great demand for 
many special skills and if wages are left to be set by the bargaining 
process they may reach absurd levels—witness the $30.00 per day being 
paid trip-hammer operators in United States aircraft plants. As Dr. 
Hardy says, “a successful drive on the part of labour towards a general 
increase in wages in advance of a corresponding rise in other parts of 
the national income would wreck any plans for waging a war without 
inflation” (pages 78-9). Now the government was committed to the 
principle of the cost of living bonus and while it might have kept the 
main item in the cost of living stable by a selective system of price 
control, there is no doubt that the whole idea of a ceiling on wages was 
made much more acceptable by the imposition of the ceiling on prices. 


It is too soon to say that the price ceiling plan has been a success 
but it cannot be said to have failed. Much depends on the attitude of 
the public including the position that critics of the government may 
take. The tax increases and compulsory savings proposals contained in 
the latest budget proposals will help mop up consumer’s money supply 


and make the maintenance of the price ceiling easier. 
—W. B. HARVEY 
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